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Editorial Comment 


Conventions of associations and organiza- 
The Annual _ tions during war time are on a considerably 
Meeting reduced scale, and that description applies 
to the annual meeting of our Association in 
Montreal a year ago and to that in Vancouver last August. 
Lavish entertainment was taboo at both gatherings. There 
was no prohibition however on visitors to British Colum- 
bia feasting their eyes on the grandeur of the mountains, 
the forests and the streams and on the other natural won- 
ders with which our most westerly Province can count itself 
richly blessed. 


There are a few members—and we hope the number is 
small—who possibly feel that the annual meeting of mem- 
bers should have been dispensed with this year. Had they 
been present at the discussions of the Council and of the 
Committee on Education and Examinations, for instance, 
they would have concluded otherwise. 

Our profession has some reason to be proud, we think, 
of the part which because of their special training many 
of its members are taking in the war programme of the 
government and of industry. Over the council table at this 
year’s meeting, the representatives from all provinces of 
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Canada discussed how the profession could continue to give 
more effective service during this crisis. They realized that 
the profession cannot allow itself to become stagnant. Fol- 
lowing this war our governments and industrial leaders will 
be faced with problems and conditions the like of which 
have never been known. Already in Great Britain commis- 
sions and bodies are being formed looking forward to the 
days following peace. Our profession will be called upon 
to take a share in solving the problems of reconstruction 
here, and it must not be found wanting. Preparedness of 
our members for the future was the high note sounded by 
our President, W. G. Rowe of Vancouver, in his splendid 
address to this year’s assembly. Preparedness of new mem- 
bers! That is the responsibility which our Committee on 
Education knows is on its shoulders, and the members there- 
of realize that the vision of such a committee must be in 
line with that of a profession having its eyes on widening 
horizons of service to governments and industry. 

This year’s meeting had the honour of entertaining four 
representatives from the American Institute of Account- 
ants. Exchange of views with the members of the profes- 
sion in the United States is important and necessary, and 
every opportunity should be taken to extend it. Particu- 
larly interesting and informative was the address on “The 
Evolution of American Accountancy” by Norman L. Mc- 
Laren of San Francisco, President-Elect for 1941-42 of the 
American Institute—an eloquent speaker and a man of 
charming personality. Both his address and that of Presi- 
dent Rowe are published this month. 


With the tragic passing last month of Right 
War's Toll Hon. Arthur Purvis, one of this country’s 
of Talent greatest industrialists, Canadians were made 
to realize again the toll taken by this war 
of men of exceptional ability and achievement while they 
were still in full possession of their creative powers. Earlier 
this year Canada and the world were shocked by news of 
the death of Sir Frederick Banting whose discovery of in- 
sulin ranks as one of the outstanding achievements of medi- 
cal science. Both these men were on important war missions 
to Great Britain by aeroplane at the time of their untimely 
deaths. 
In previous wars a nation always realized that it could 
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not afford to lose the directing geniuses of its armed forces, 
and that explains why in all great struggles the chiefs of 
its armies were not unnecessarily exposed to hazards, al- 
though calamities did occur as in the loss of Lord Kitchener 
during the Great War and the death of Lord Nelson whose 
name will ever be linked with the memorable victory at Tra- 
falgar. The methods of warfare in the present conflict 
however are completely changed. The adoption of new 
strategies, the wide use being made of mechanized equip- 
ment, and the incessant call upon the aeroplane when swift 
action is needed have forced the nation’s leaders both 
civilian and military into countless hazards to life and limb. 

A recent issue of the Statistical Bulletin of the Metro- 
politan Life Insurance Company of New York makes some 
interesting observations on this change. “For Great Britain, 
civilian losses of life, have, thus far,” it points out, “run 
about as high as those in the armed forces; and among 
civilians the eminent individual has pretty much the same 
chance of being hit by an enemy bomb dropped from an 
aeroplane as the average citizen. Indeed, the present war 
and the disturbances preceding or associated with it prob- 
ably mark a new high in the losses of important persons. 
Most of these deaths have been suffered in the devastating 
bombing attacks on civil populations from the air. An out- 
standing case of this kind is the death of Lord Stamp, a 
man of extraordinary career and of international reputation 
as an economist. England has also lost a number of her 


‘ranking doctors and surgeons on military or naval service.” 


And in the matter of sacrifice of talent to a nation, the Bul- 
letin adds, “In the long run one of the most destructive 
aspects of war is the loss of able young men who are just 
beginning to make their mark in their chosen fields, whether 
it be in commerce, the professions, or politics. For these 
are the potential leaders of a new generation, and such 
original contributions as they could make to progress in 
their fields of work, and thus to the welfare of mankind, 
are either irretrievably lost or seriously postponed.” 


This sacrifice of talent should make the na- 
Our Enlight- tions of the world ponder. An “enlightened” 
ened Age age is how we of the twentieth century have 
boastfully described the civilization of our 
day. The tremendous developments following upon the re- 
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sults of scientific and other researches, bringing as they did 
undreamed-of benefits to mankind, provided a reasonable 
excuse for thinking ourselves more advanced than our fore- 
fathers. Great is the wonder then that a nation, who in 
the fields of art, music, literature, religion and the sciences 
has provided so abundantly for human comforts and 
aesthetic enjoyments, could allow itself to be led by a 
fanatic into plunging the world into a welter of horrors, 
suffering and misery. With all its getting, the twentieth 
century has failed to get that choicest treasure the acquiring 
of which has been stressed by the sages of the ages—wis- 
dom. More precious is it than all the lands that Hitler covets 
and the peoples and realms he hopes to hold in subjection. 
“Her ways are ways of pleasantness and all her paths are 
peace.” Do you recall the homely picture that Wordsworth 
has drawn? “Wisdom,” said he, “sits with children round 
her knees.” One of the greatest hopes for the world of 
tomorrow has come out of the Atlantic conference of Prime 
Minister Churchill and President Roosevelt where these men 
of vision proclaimed that to ensure harmony among nations 
following this war every country must have its share in the 
commerce of the world and be given an opportunity to enjoy 
the fruits of the whole earth. Here is one of the signals 
proclaiming the dawn of that enlightened age when the 
peoples of all the nations shall dwell together in unity. 


According to the Commercial Intelligence 
Labour Policies Journal of the Department of Trade and 
in Britain Commerce, Ottawa, the government in 
Great Britain has just recently issued a 
statement explaining its policy in relation to wages. The 
statement provides something for Canadians to think about 
since it is indicative of the British official view regarding 
the problem of rising prices and the risk of inflation. 
Emphasis has been laid on the obvious fact that in- 
creases in wages or other incomes would not make more 
goods available but that such increases would only tend to 
boost prices and denude the shops. In a consideration of 
the problem, the government points out that it is the duty 
of both sides in industry to study together all possible means 
of preventing the rise of costs of production and so to head 
off an increase in prices which is the initial step in the in- 
flationary process—a matter to which we shall make refer- 
ence later. 
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In dealing with all aspects of the labour problem in Great 
Britain, the use of the experience and knowledge of the 
workers has been just as important and necessary as the 
application of the training and experience of the manage- 
ment. During the past two years of war conditions there, 
the existing joint voluntary machinery for wage negotia- 
tions has operated successfully, and the policy of the 
government has been to avoid any modification of this 
arrangement and to leave the various organizations and 
wage tribunals free to reach their decisions in accordance 
with their estimate of relevant facts. This policy is to 
continue. 


There have been some increases in wage rates in the 
Old Country since the outbreak of war but these have been 
reasonable. In this statement of the government it is ex- 
plained that there may be proper grounds for adjustment 
of wages because of changes in the form, method and vol- 
ume of production, or there may be special cases for con- 
sideration especially among the comparatively low-priced 
grades and categories of workers. But the maintenance of 
wages and the remuneration of employers at a reasonable 
level should, in the view of the government, be achieved as 
far as possible through improvement in the efficiency of 
production by the joint efforts of employers and workers. 


A most important conclusion to be drawn 
War Efforts from the statement, however, is that both 
‘in Canada employer and employee in Great Britain are 

straining every effort to supply the govern- 
ment with the tools to fight the Nazi scourge in Europe. 
The people in the Old Land are awake to the fact that if 
Britain and her allies fail in this struggle labour organiza- 
tions in all the free countries of the world will cease to 
exist. According to the most recent broadcast of Hon. 
Ernest Bevin, Minister of Labour in Great Britain, strikes 
in industry are practically unheard of there. Unfortunately 
a similar claim cannot be made regarding conditions in 
Canada. The government at Ottawa has promised to main- 
tain a constant flow of vital war materials and supplies to 
Great Britain, and nothing should stand in the way of ful- 
filling that pledge. The profits of management and higher 
wages for labour are secondary to winning this war and this 
truth should be dinned into the ears of the public daily 
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and enunciated in every factory and industrial plant 
throughout the length and breadth of the Dominion. It 
may be said that the great bulk of labourers and of in- 
dustrial leaders here are exerting every effort to “provide 
the tools” for Great Britain and her allies to rescue Europe 
from the heel of Nazism. All the more unfortunate is 
it then that a few malcontents have been able to curtail 
production in a number of factories in Canada by strikes 
and slowing-down practices. The actions of such people at 
so critical a time can only be regarded as equivalent to 
sabotage and should summarily be dealt with by the gov- 
ernment under the defence of Canada regulations. 

The destruction of their cities by German bombs and 
the continuing menace of the enemy aeroplane have forced 
the citizens of Britain to realize that nothing less than 
an out-and-out war effort is needed to ensure victory. 
Would that this realization could reach the consciousness 
of the people of Canada! The willingness of our recruits 
for the Air Force, the Army and the Navy and of the men 
and women of our Medical and Hospital units to give up 
home, families and promising careers indicates that deep 
down in the human heart lie urgings that can be expressed 
more eloquently in deeds than in words. Probably the finest 
expression of that urge during the present war was con- 
tained in a letter to his mother by a British airman made 
public after his recent death in action. “The measure of 
a man’s right to what is good in life is the measure of the 
sacrifice he is prepared to make to defend it.” The rank 
and file of Canadians have not yet really denied themselves 
anything towards defending Britain and this continent. 
This willingness of our Active Service Recruits to give 
everything they have for the good of us all should verily 
stir every community across our Dominion to equal sacrifice. 


Concerning the dangers of inflation to which 

Threats of we have made reference, what we all need to 

Inflation understand is that during the present world 

crisis there is only one way to counteract in- 

flationary tendencies and that is for each of us to produce 

more and consume less and thereby provide for the wastes 
of war. Let us examine this more closely. 

To meet the threat to our freedom, the government has 

mobilized and will continue to mobilize man-power for our 
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fighting forces. As these forces must have adequate sup- 
port, more and more war supplies must be provided, which 
means that the productive facilities of Canada in excess of 
what is needed for the maintenance of the population must be 
released for war production. The individual must be told 
and has to learn that his duty is to reduce his consumption 
by every possible means and that any outlay in excess of 
necessities uses shipping space and labour—the two scarcest 
of commodities. But we individuals are strange mortals. 
In our minds every appeal on behalf of the war effort 
applies to the other fellow, not to us, and in support of 
that we need only refer to the lack of general response 
to the recent appeal to automobile users in Canada to con- 
sume less gasoline. How can situations such as this be 
met? 


The government realizes that to meet its 
Produce More, obligations of the war there must be the 
Consume Less least possible strain upon the economic 
structure of the country. The observation 
is made in the August letter of The Royal Bank of Canada 
on economic and industrial affairs that, while resort to 
direct controls such as rationing and priorities is unavoid- 
able in situations involving shortages and delays, monetary 
and fiscal mechanisms must play the major role in divert- 
ing the economic resources of the country into the channels 
designated by the government. Implicit in such mechan- 
-isms or methods are adjustments in the money income of 
the people. But how can such adjustments be effected? 
Evidently by a policy somewhere between the following 
extremes: 
(1) unrestricted government spending of money cre- 
ated by means of credit or currency expansion; and 
(2) repressive measures to offset spending (of which 
taxation and internal borrowing are familiar examples) 
in such a manner that the amount which the public 
save from income is approximately equal to that spent 
on war purposes. 
Given a state of full employment of all productive resources 
(labour, material and plant)—and Canada is very rapidly 


approaching such a state—any failure to apply in full meas- 
ure the restrictive pressure of taxation and borrowing will 
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permit an increase in the money income of the people 
against which there can be no compensating rise in the out- 
put of consumers’ goods and services. Under such condi- 
tions, the Bank letter further points out, inflation with its 
attendant miseries and injustices will become inevitable. 
It is, therefore, vitally important that taxation and bor- 
rowing should be considered not merely as devices to raise 
money but rather as measures to prevent money from being 
spent for non-essential purposes. 

What the public should learn is that the only effective 
way to meet inflationary tendencies is to produce more and 
consume less, thereby providing for the wastes of war. To 
increase salaries and wages in order to offset increased taxes 
and other costs will in the long run only defeat its purpose. 
Those drawing higher incomes have had their net income 
drastically reduced, but the total income of those in the 
lower groups has enormously increased. Further increases 
in wage rates will be largely at the expense of our war 
effort. 
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ADDRESS OF PRESIDENT W. G. ROWE 


Given at the Thirty-Ninth Annual Meeting of The 
Dominion Association of Chartered Accountants, 
Vancouver, 11th to 14th August 1941. 


The Members of 
The Dominion Association of Chartered Accountants: 


I welcome you to this the thirty-ninth annual meeting 
of The Dominion Association of Chartered Accountants. 
For the second time since the present war began, we are 
privileged to hold our usual convention for studying and 
furthering our professional affairs and interests—a tribute 
to the freedom and security enjoyed under our democratic 
form of government in a country blessed by membership in 
the British Commonwealth of Nations. 


I trust that our deliberations will be harmonious and 

our decisions wise and beneficial. Because we meet in this 
way only once a year, it behooves us to make good use of 
this opportunity for public and private interchange of ideas. 
Therefore, I urge, firstly, your earnest and most thought- 
ful attention to and consideration of all matters coming 
before you at this meeting; secondly, full and free discus- 
sion of all questions of importance and, thirdly, that there 
be no hesitation in bringing before this meeting any busi- 
ness or questions considered of importance, whether arising 
out of the agenda or otherwise. 
' Many matters have been considered by your Council 
during the two days preceding this session and a full report 
on them will be submitted to you. Hence my remarks may 
be general and will cover only briefly and as may seem 
necessary any subjects upon which a special report will be 
made. 

Notwithstanding war conditions, the past year which we 
now review has not been devoid of many activities by the 
Dominion Association, which, directly and indirectly, benefit 
our profession and advance its interests. It is true that 
owing to pressure of business on many members who would 
and could give time and effort to the affairs of our Associa- 
tion, some important plans for progress then under con- 
sideration had to be postponed following the outbreak of 
war. But while this must be a cause for regret, let us take 
satisfaction from the knowledge that this impediment in 
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the way of our anticipated progress is largely due to the 
fact that the training and professional qualities of our mem- 
bers are found to be of especial value to our governments 
with the result that many principals and staff members 
have been transferred from professional practice to govern- 
ment service. In addition, there are those who have en- 
listed for active service, a growing number. 


And here, as we think of our difficulties especially at- 
tributable to the war, let us pay tribute in praise and com- 
mendation to those who have offered themselves, to those 
who are serving and to those who have lost their lives in 
the service of their King and Country. 


Among important matters which received attention by 
your officials and executive committee during the year were 
legislation affecting the profession or of interest to our prac- 
tice and the uniform examinations, upon which, inter alia, 
full reports are being submitted by your Council. It is, 
I think, appropriate to say here that the ready consid- 
eration and appreciative attitude of government officials 
towards our members concerning and in response to rep- 
resentations on behalf of our Association are indications 
of a growing recognition and understanding of our purposes 
and functions. 


Surely, continuously and without “blare of trumpets” 
the Dominion organization keeps up its work of co-ordinat- 
ing the efforts of its constituent Institutes, towards progress 
in training and resultant efficiency and in all other desirable 
directions and, also, in seeking and utilizing every oppor- 
tunity for favourable publicity to the end that those we 
serve may understand the nature of our work, our aims 
and limitations. Without such understanding by the public, 
our work will never be quite satisfactory nor its effective- 
ness fully demonstrated. 


In war or peace times, we must keep before us constantly 
the necessity for maintaining high standards of personal 
integrity and of technical skill and knowledge. Of the 
latter, the standards must not only be maintained but must 
be advanced from time to time as conditions change and 
the demands upon us vary and extend. Under present 
conditions, the problem of providing and maintaining ad- 
equate means of instruction and training is a challenge to 
our ingenuity and energies. 


226 











ADDRESS OF PRESIDENT W. G. ROWE 


Visit to Convention of American Institute—It was my 
privilege to attend as your official representative the fifty- 
fifth annual meeting of the American Institute of Account- 
ants at Memphis, Tennessee, in October last. A full report 
of my visit appeared in the December 1940 number of our 
magazine. I need only repeat here my appreciation of the 
whole-hearted and spontaneous hospitality accorded me and 
the very evident appreciation of the American Institute of 
our friendship. A policy of the closest collaboration pos- 
sible with the American Institute should be pursued, if only 
for the benefits to be derived from the experience and 
knowledge gained in a wider field of practice largely di- 
rected and controlled by a very verile and progressive 
organization. 

Visits to Provincial Institutes—In March last I had the 
opportunity, while in Toronto at the mid-year meeting 
of our executive committee, to attend the annual banquet 
of the Ontario Institute and in June of being at Edmonton 
for the annual business meeting of the Alberta Institute. 
I, personally, consider it essential that the Dominion Presi- 
dent or one of the Vice-Presidents should visit each Pro- 
vincial Institute at least once in each year to discuss profes- 
sional affairs generally and any special problems then under 
consideration, in particular. This, I understand, to have 
been the intention in the past, but I suggest that such visits 
be not left to the wish or impulse of the officials affected, 
but should be one of the set, regular duties of the President 


‘and Vice-Presidents, to be arranged between them as to 


convenience and that no Institute be overlooked. The value 
of such visits I think can be attested by other officials who 
have made them. 

Sirois Report—It will be recalled that at the last annual 
meeting a request was made of the executive committee that 
any steps possible should be taken towards influencing early 
consideration by the Dominion and Provincial governments 
of the Sirois Report, with a view to adopting its recommen- 
dations. The dismal failure of the meeting convened by 
the Dominion government in January last for the purpose 
of considering the report is now a matter of history. 

The recent measures taken by the governments con- 
cerned for the withdrawal of the majority of the Provinces 
from the income tax field in favour of the Dominion and 
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federal legislation for unemployment insurance are steps 
recommended by the Rowell-Sirois Commission. It is most 
unfortunate that other equally valuable recommendations 
have not been adopted. However, time and circumstance 
will likely compel the adoption of many of them in the near 
future. 

Accounting Research—Our own committee on Account- 
ing Research has not been active during the year. The 
American Institute has been continuing its studies and your 
executive committee has recently conveyed to the Associa- 
tion our appreciation of the bulletins and other informative 
data it publishes from time to time, by way of a small dona- 
tion towards their cost. 

Obituaries—We record with regret the deaths during 
the past year of two former presidents of the Association, 
Mr. James B. Sutherland in November and Mr. John Mackay 
in January. Mr. Sutherland and Mr. Mackay were both men 
of outstanding attainment not only in their chosen profes- 
sion but otherwise, giving freely of their time and talents 
to the work of various technical, service and welfare or- 
ganizations. The imprint of such lives is ineradicable. By 
those of us, particularly, who are actively interested in the 
progressive education of our students, Mr. Sutherland’s 
work in that cause will always be remembered. 

Education and Examinations — No progress has been 
made towards evolving a uniform course of instruction for 
use throughout the Dominion. Such a course would seem 
to be a corollary of uniform examinations, but the special 
committee appointed by the Council some time ago to con- 
sider and report upon the matter has considered it advisable 
to leave the matter in abeyance for the present, primarily 
because of war conditions. 

I should like to take this opportunity of urging the neces- 
sity for serious and effective consideration of the matter 
as soon as possible and that it be not overlooked indefinite- 
ly. Study should be given not only to the subject matter 
of an ideal course but to methods of instruction in country 
districts as well as in large centres with a view to similar 
instruction everywhere. 

Uniform examinations were held in December 1940 in 
all Provinces, and in June 1941 only New Brunswick did 
not participate. In 1942 it is expected that all the provinces 
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will use both intermediate and final examinations set by the 
Dominion examiners. 

The results of the examinations conducted through the 
Dominion Association, as affecting the candidates in passes 
and failures, emphasize the urgent need for enquiry into 
the adequacy and suitability of the training and instruction 
of the students on the one hand and the propriety of the 
test papers, on the other. It is evident that either the aver- 
age student is not adequately instructed or the examinations 
are demanding a higher degree of knowledge and training 
than is appropriate or fair. 

Obviously, the examination papers reflect the knowledge 
required of candidates by practising members from among 
whom the examiners are selected, and may, therefore, be 
considered appropriate. Hence, it may be reasoned that the 
repeatedly high percentage of failures, particularly at the 
final examination, is attributable to either the attitude of 
the candidate as to his preparation or to the scope of his 
instruction, or partly to both. 

As to the approach of the student to his preparation for 
the membership in the profession, the principals have a 
definite responsibility in the matter, as well as the official 
instructors. Students must be prepared to do their fair 
part in devotion of time and effort. A lack of a proper 
sense of the necessity for continuous and intensive study 
throughout the period of articles is, I gather from obser- 


vation, one of the causes of failure at examinations and 


this weakness should be recognized and corrected wherever 
evident. The personal interest of principals in the progress 
of the training of their articled clerks is important and 
essential to satisfactory progress. The obligation for suit- 
able instruction is direct and one of formal undertaking 
upon the part of the principal. 

Under our system of articled clerkship conditions are 
favourable for ideal training, providing as it does opportun- 
ity for practical and theoretical instruction — a desirable 
combination of practice, upon which theory should be based, 
and theory, to illustrate and explain such practice as may 
or may not be within range of actual experience of the 
student. 

A difficulty which must be met and overcome is the 
securing of suitable instructors, particularly for senior stu- 
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dents of the fourth and fifth years, for which the instruc- 
tors, in my opinion, should be practising members of wide 
experience and recognized professional skill. This require- 
ment arises especially from the limited scope of experience 
available to students serving on staffs employed on relative- 
ly few and small engagements and to those on large staffs 
where unqualified men are kept on unimportant, detail 
work. Adequate remuneration will, perhaps, help to solve 
the problem, but the selection and retention of permanent 
staffs of suitable and capable instructors, I consider one of 
the outstanding needs in our efforts to establish effective 
courses of instruction. If, in order to meet the increasing 
demands upon the skill and efficiency of the profession, im- 
proved methods of instruction are necessary, then that in- 
struction should be made available—no matter what it costs 
in money or effort. Only so can we maintain and advance 
our standing in the business world and justify the trust 
reposed in us by the granting of charters empowering us 
to function in a special manner necessary to industry, to fit 
ourselves for such functions and by special designation and 
title to proclaim ourselves as having that right and fitness 
to the exclusion of all others who have not that right and 
have not complied with our requirements for such fitness. 


And in speaking of the obligation upon us to attain pro- 
fessional skill and fitness, I should like to suggest for your 
consideration the advisability, where feasible, of inter- 
change of students under articles. A varied experience in 
different fields of work under different accountants-in- 
charge, should be particularly beneficial to senior students 
and should not be difficult to arrange. But before this idea 
becomes popular or can be put into effect the view that the 
principal owns the articled clerk for his term of articles 
must be overcome and replaced by a sense of responsibility 
for training those who are to come after us to worthily take 
our place and to be capable of progressing and of initiating 
progress as time marches on and our civilization expands. 


Some two years ago I brought before our Council the 
thought that it might be advisable to demand of candidates 
who passed what is now our final examination, a further 
term of service, say three or five years, with a practising 
member or firm, at the end of which he be required to pass 
some further test before being granted a certificate entit- 
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ling him to practise as a chartered accountant. I again 
bring up the subject and suggest its early, serious consider- 
ation as I believe it has the two following important points 
of merit: First, that such a requirement would be a measure 
of safeguard against incompetence through lack of experi- 
ence; a public accountant cannot be trained in five years. 
Second, that an impetus to continued study and research 
after the present period of articles is past, would thus be 
furnished and that such an incentive to continued endeavour 
to attain proficiency is greatly needed. Too often our most 
promising students cease systematic or definite study after 
passing the present final examination and drift into a com- 
placent mediocrity which characterizes some of our mem- 
bers. 

All intelligent reviewers of the changes in our profes- 
sional work during, particularly, the last twenty years agree 
that the scope of our endeavours and of our responsibilities 
has been extended most strikingly, not of our volition alone 
but of necessity in meeting the increased demands by the 
business world upon our skill and ability. The gradual 
change in the tests of candidates sitting for examination is 
pointed out as evidence of this progress in our professional 
work and it is given as the chief cause for the noticeably 
extended interest in methods and in anxiety as to the suf- 
ficiency of the instruction being given our students. 

But can this expansion in our professional world be met 
by merely improving the old methods of instruction and 
practice? Have we not arrived at a stage where more 
specialization is imperative? We are anxious that the pub- 
lic shall know us as specialists in accounting. But account- 
ancy is of so many different and important phases that it 
is indeed a vain man who will say today that he is expert 
in all phases. As a matter of fact, man’s allotted span is 
not long enough to permit him to be a specialist in all as- 
pects of modern accounting, relating as it does to so many 
and increasing forms of economic effort. It follows then, 
either that we are not fairly meeting the technical demands 
upon us or that we are not taken seriously as specialists 
and therefore our vaunted skill is not called upon. And 
here I would utter a word of warning against ignoring the 
demands upon us by the business world, against only half 
doing our job because of unfitness or inattention to the 
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trend of the times. Our charters are a great privilege and 
should be cherished as such. We must fill our allotted place 
or it will be filled by others. 

Should some concerted effort at specialization not be 
considered for all practising members or firms? Large firms 
have specialists for special departments such as income 
tax, costs, brokerage, etc. Some step towards extending the 
means of specializing for smaller firms should be possible. 
Our jealousies, pride and prejudices should not blind us to 
hard facts and I am convinced that humanity has been bles- 
sed with sufficient intelligence to devise means for accom- 
plishing any and everything that is for man’s advancement. 

The difficulties and seemingly insuperable practical ob- 
stacles in the way of bringing about the matters I have 
suggested for consideration, I cannot consider an adequate 
answer. That is evasion. The lack of merit, if proved, is 
the only good and sufficient reason for ignoring any indi- 
cated way of beneficial attainment. 

Literature—One of the most serviceable functions of 
our Secretariat is the dissemination of data and information 
by means of letters and circulars. Perhaps the most valu- 
able feature of this service is the early and reliable data on 
income tax laws. This work has grown so greatly as to 
have become a necessity for practising members and it de- 
serves our highest commendation. 

Our magazine, The Canadian Chartered Accountant, also 
has grown to an importance which we hardly realize. From 
a modest beginning in the year 1911 as a quarterly publica- 
tion with a subscription list of about 300 including members 
of the profession, it is now issued monthly to the number 
of 4,270 copies, of which 802 are to subscribers outside our 
membership. For contributions of suitable articles to the 
magazine a special plea is being made by the committee 
concerned. It is unfortunate that those best fitted to write 
such articles are often among the busiest members of the 
profession. 

Secretariat—During the year it was found necessary to 
authorize extension of the office accommodation of our Sec- 
retary in Toronto to more commodious quarters. This may 
be taken as one indication of the growing importance of the 
work of our permanent Secretary and of the use which is 
being increasingly made of his office as a ready and reliable 
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source of information on professional matters. Mr. Carr 
has during his term of office built up a service to members 
throughout the Dominion which it is hard to value in words. 
He has created means of supplying data and useful knowl- 
edge of all sorts, so that the Secretariat now fills a place 
little thought of a few years ago. Mr. Carr’s unfailing 
promptness, efficiency and courtesy are a great boon to all 
officials and I, personally, desire to pay tribute to his assist- 
ance and counsel during my term as President. 

Conclusion—It has been an honour and a high privilege 
to have been permitted to serve as Dominion President, and 
for myself and on behalf of the Association, I thank my 
colleagues in office, and all others who have carried on the 
work of the Association during the year. In recognition of 
signal service rendered the profession in the important mat- 
ters of legislation and education, at least during the years 
I have served on the Council, I take this opportunity of 
mentioning the names of Messrs. Norman, Dalglish and 
Kris Mapp and of Messrs. Jephcott and Frederick Johnson. 

At this time when our way of life, our conception of 
freedom and liberty, our hope for a progressive civilization 
are being challenged by a people following strange gods, we 
cannot pass without paying our humble, but sincere, tribute 
to the courage and fortitude of our people in the Old Land 
who have so steadfastly resisted the force of the evil agen- 
cies set against them. Our sympathy goes out to them for 
what they have suffered. We are conscious of the debt we 
owe to the men of our armed forces—the navy, army and 
air force—and those of our merchant marine who now face 
the double dangers of the sea that we at home shall live 
and not want. 

We are indeed grateful to the people of other lands who 
are so bravely resisting the common enemy. We are great- 
ly heartened by the concerted steps already taken by our 
great neighbour whose zeal for this same way of life, free- 
dom and liberty is nowhere surpassed. 

Let us all, therefore, keep ever before us the great is- 
sues at stake and do all in our power of word and deed and 
the bearing of sacrifice that our cause shall prevail and a 
just and lasting peace be achieved. 
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THE EVOLUTION OF AMERICAN ACCOUNTANCY 
By Norman L. McLaren, San Francisco, California 


Editor’s Note—The members of The Dominion Association of 
Chartered Accountants were happy and honoured to have as guest at 
their annual meeting in Vancouver in August Mr. Norman L. McLaren 
of San Francisco, the incoming President of the American Institute 
of Accountants. As a preface to his address at that meeting Mr. 
McLaren said: “No one born in San Francisco could possibly feel 
other than completely at home in Vancouver. It has been my privilege 
to visit this beautiful city on many occasions and I have never had an 
unpleasant moment here, with the possible exception of the times I 
have unwillingly resisted certain forms of your abundant hospitality. 

“T regret exceedingly that Oliver Wellington, President of the 
American Institute of Accountants, has been ill for several weeks and 
is therefore unable to address you. You would have found him one 
of our better speakers. However, I wish to remind you that the annual 
meeting of the American Institute of Accountants takes place in De- 
troit in the week commencing September 15. On behalf of Mr. Welling- 
ton and the Council of the Institute I wish to invite you all, formally 
but none the less warmly, to join us in our deliberations and relaxa- 
tions. May I also remind my fellow Scots that in view of the present 
rate of exchange it is quite feasible for them to meet with us in 
the daytime and to sleep in Windsor. 

“And now before proceeding to the subject of my paper, which is 
‘The Evolution of American Accountancy,’ I wish to repeat to you the 
sage observation of a man with considerable experience as a public 
speaker, and assure you that I will attempt to follow his advice. His 
formula for all speeches is: The longer the spoke, the greater the 
tire.”—A.H.C. 


_— history of public accountancy in the United States 
may be divided into three principal eras. The first 
period, commencing in the late ’80’s or the early ’90’s of 
the past century, was marked by a very gradual establish- 
ment of professional technique and a very gradual accept- 
ance on the part of the public of the fact that a new profes- 
sion had come into being. At first educational requirements 
for the comparable certificate were far below those of the 
British Isles and the Dominions and the standard of men 
attracted to the profession was uneven. By the outbreak of 
the first World War, however, great forward strides had 
been made, so that the public accountants of the United 
States were equipped to meet the growing demands for their 
services. Tremendous impetus was added to the growth of 
our profession through the enactment of the War Revenue 
Acts of 1917 and 1918, largely because of the complicated 
accounting features of those Acts. Through their willing- 
ness to step in where lawyers feared to tread, the public 
accountants of the United States established for themselves 
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public acceptance on a broad scale. This development 
marked the beginning of the second era. Soon, however, 
the attorneys became enmeshed in the accounting complex- 
ities of the tax laws, and in a short time competition be- 
tween the two groups was keen. I recall a remark made 
to me by an eminent San Francisco attorney in the early 
’20’s somewhat as follows: “What these new tax laws have 
done is to make lousy lawyers out of good accountants, 
and lousy accountants out of good lawyers.” 


Gradually the complexities of the War Revenue Acts 

approached solution, but meanwhile the public in general 
and large business organizations in particular realized that 
in addition to performing the old-fashioned function of 
“holler and check,” together with the solution of knotty tax 
problems, their auditors were qualified to undertake other 
valuable functions, and with this discovery the profession 
had arrived. As a natural result young men of the highest 
type were attracted to our ranks, and again, as in the war 
period, the certified public accountants of America were 
able to meet the unprecedented demand for their services 
resulting from the tremendous business activity of the late 
’20’s. Most of you will recall the complex problems arising 
in those hectic years in connection with intricate corporate 
finance, reorganizations, stock dividends, mergers and con- 
solidations, which were dumped into our laps with instruc- 
tions that they be solved overnight. Then came the black- 
out in 1929, with an immediate cessation of new financing 
and the tightening of clients’ purse strings, and for the first 
time in many years the account appearing on our books as 
Idle Time grew by leaps and bounds. 

The sound foundation upon which our structure had been 
erected was evidenced by the ability of our fellow practi- 
tioners to adjust themselves to the new order of things, and 
great credit is due to the principals of the firms which main- 
tained their organizations practically intact during those 
trying times. 

Then, in 1933, there came the third era, close on the 
heels of a national political phenomenon, the popular name 
of which is familiar to all of you, and with it extensive 
governmental regulation. Some of the immediate national 
and local political manifestations appeared to be somewhat 
noxious, and, as I recall it, despite a vigilant quarantine 
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at the border a few bugs managed to penetrate one of your 
provinces. Whether we liked it or not, our profession was 
compelled to accept the new order of things. Most account- 
ants, despite their distaste for sudden and revolutionary 
reforms, soon became aware of a marked swelling in the 
region of the wallet pocket, which acted as a counter-irritant 
to the pain experienced elsewhere. Soon it became the con- 
sensus of the profession that co-operation with governmen- 
tal bureaus was indeed the life of trade. 

Today one of the major activities of the American 
Institute of Accountants revolves around a number of com- 
mittees which are in almost constant touch with Washing- 
ton agencies. The Institute’s committees dealing with 
governmental matters are rendering an extremely valuable 
service to the public as well as to our Federal administration 
and the profession. An amazing number of man hours has 
been devoted to Institute work by committee members dur- 
ing the past few years. I can speak somewhat feelingly on 
this subject, because I have been a member of the Com- 
mittee on Auditing Procedure since its inception shortly 
after the McKesson & Robbins disclosures, and I may add 
that I have as evidence of the activities of that Committee 
reams and reams of correspondence and memories of reams 
and reams of despondence. It may be of interest to review 
our activities briefly. Much of the public clamor following 
the McKesson revelations was directed against public ac- 
countants, and inasmuch as the principal accounts in which 
false entries appeared related to accounts receivable and 
inventories, it became apparent at once that a thorough 
review of established procedures in connection with the 
verification of accounts receivable and determination of in- 
ventories was essential. Because of the general interest 
in the McKesson case, it is appropriate in passing to inform 
you that after a most careful examination of the evidence 
adduced at the McKesson hearings, our Committee on Pro- 
fessional Ethics recommended complete exoneration of the 
partners of the accounting firm which conducted the Mc- 
Kesson audit, and that at our Council meeting last spring 
this recommendation was unanimously accepted. 

Following many months of deliberation by the commit- 
tee, a standard form of certificate, which embraced refer- 
ence to the extensions of auditing procedures applicable to 
receivables and inventories, was adopted at the annual meet- 
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ing of the Institute held in San Francisco in the latter part 
of September 1939. Therein the Institute recognized as a 
part of minimum audit procedures direct confirmation of 
receivables by communication with debtors, and physical 
observance of inventories. It developed in the early part 
of 1940 that the Securities and Exchange Commission was 
not satisfied with the new certificate, in that it failed to 
include a positive statement with respect to the scope of the 
audit with particular emphasis upon the observance of or 
failure to observe generally accepted auditing procedures. 
Representatives of the Institute argued forcibly with the 
Commission that any statement which the independent 
auditor might make with respect to his observation of 
generally accepted auditing standards could only be a mat- 
ter of opinion, because he could not guarantee what other 
accountants might do in similar circumstances. The Com- 
mission was told that the members of the Institute would be 
perfectly willing to make such a statement in the form of 
an opinion but not as a fact. Nevertheless the Commission 
remained firm in its stand that the portion of the certifi- 
cate dealing with scope of the audit must be a positive state- 
ment rather than a mere expression of opinion behind which 
the accountant might later seek protection. Strong repre- 
sentations that an unqualified statement of this character 
would be tantamount to a guarantee left the Commission 
unmoved, and it therefore became necessary to determine 
- whether the Commission’s requirements should be met or 
the issue litigated. After further conversations among 
members of the profession and consultations with various 
attorneys, the consensus was that, regardless of the form 
which the rule had finally taken, the Commission, in the 
words of Abraham Lincoln, “could not by calling a dog’s 
tail a leg, make it one,” and further that a bad job would 
not be saved by an expression of opinion in lieu of a state- 
ment of fact, nor would any good job be ruined by a state- 
ment of fact instead of an expression of opinion. It thus 
became apparent that viewed realistically the enlargement 
of professional liability on the part of the auditor arising 
out of the new rule was not material. The rule in question, 
released on 5th February 1941, reads as follows: 
“Our examination was made in accordance with 
generally accepted auditing standards applicable in 
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the circumstances including all procedures which we 
considered necessary.” 

Immediately upon promulgation of the new rule an in- 
teresting question was presented which had to do with the 
nature of certificates to be issued in cases where the client 
corporation was not registered with the S.E.C. Admitting 
that there is at least a theoretical extension of liability in 
following the new form, why should the accountant use the 
required form in other than S.E.C. filings? A number of 
firms secured legal advice on this point and it is undoubtedly 
the overwhelming opinion among those most deeply con- 
cerned with this matter that the course of wisdom dictates 
the same form of certificate in all cases in which a certificate 
is required for commercial purposes. This conclusion is 
based upon the reasoning that if in some cases the auditor’s 
statement with respect to scope of the examination is set 
forth on the basis of opinion and in other cases stated as 
a fact, it distinctly presents the implication that a different 
intent is contemplated in the two different forms. It ap- 
pears obvious that the accountant is far better off to use 
the form required by the S.E.C., resting on the conclusion 
that wherever this sentence is used it is a statement of fact 
based upon opinion. 


Apparently the profession in our country has now 
reached a point of rest for a considerable period to come 
with respect to the wording of the standard form of cer- 
tificate, and it appears likely that the profession generally 
will follow the lead of many of the larger firms in adopting 
it for general use. 

Two among many of our standing committees which 
have made noteworthy contributions to the enlargement of 
our professional stature are the Committee on Accounting 
Procedure and the Committee on Federal Taxation. The 
first of these, which functions in collaboration with the re- 
search department of the Institute, has approached its task 
in a scholarly manner, and it is interesting to note that its 
large personnel includes representative Certified Public Ac- 
countants throughout our country as well as a number of 
outstanding educators. It deals principally with contro- 
versial questions relating to accounting theory, and it is 
safe to say that when it has reached final conclusions after 
exploring these questions, the weight of authority behind 
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its findings is such as to exert a profound influence. Those 
of you who have read the formal bulletins dealing with the 
conclusions of the Committee need no further evidence of 
the high standards which it has set. The Committee on 
Federal Taxation has been a wholesome influence in dis- 
suading Congress from including ill-advised and precipitous 
provisions in the Revenue Acts. One of its major tasks, 
regrettably delayed in accomplishment, is to incorporate in 
our Federal taxing statute a provision for the creation of a 
non-partisan and impartial body of experts whose duty 
would be the complete revision of our Federal tax laws on a 
scientific and equitable basis. 

It is interesting to note that the American Institute of 
Accountants has a membership of approximately 6,000. The 
extent to which its activities have grown is evidenced by 
the fact that the budget for the current year provides for 
the expenditure by the Institute and subsidiary organiza- 
tions of $227,000.00. 

It is indeed fortunate that the highly controversial mat- 
ters which have been the subject of discussion between 
the profession and various governmental bodies have been 
ironed out to a large extent at this time, for otherwise 
our defense effort would be seriously impaired. I wish to 
assure you that your brothers across the border are fully 
alive to the responsibilities of our profession in these trying 
times and that our Government is aware of the help which 


- we can lend in gearing up the defense machinery. Already 


many of our members have answered the call to government- 
al duty. A list of those now engaged in defense work on a 
full or part time basis includes many of the members of the 
American Institute of Accountants, headed by our Presi- 
dent, Oliver Wellington. Moreover, your brother account- 
ants in the United States have been eager to contribute 
to your magnificent effort on the firing line. It is a source 
of great satisfaction to me and my partners that one of our 
staff members has been for a year on active duty with the 
Royal Canadian Air Force. 

It will be of interest to you that at the last meeting of 
the Council of our Institute a suggestion from a member 
that deferment from the draft be requested by the profes- 
sion for its younger members because of the growing short- 
age of qualified personnel was not received hospitably and 
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will not be adopted. I feel confident that if you are faced 
with a similar problem you will see eye to eye with us. 

No one can doubt that in this terrible struggle in which 
the world is engaged there can be any outcome other than 
ultimate triumph for the democracies. Afterwards a most 
difficult period of adjustment is bound to follow, which 
will entail far closer co-operation than heretofore between 
the democracies in order to insure an enduring peace. Here, 
because of our breadth of experience in the economic field, 
Chartered Accountants and Certified Public Accountants 
will prove invaluable. It is comforting to think that the 
friendly relationship between the accountants of your great 
Commonwealth of Nations and of the United States will 
make our mutual contribution one of which we can be 
proud. 


THE FORM OF THE AUDITOR’S REPORT 
Summary of Round Table Discussion at Annual Meeting 


A‘ the 1941 annual meeting of The Dominion Associa- 
tion of Chartered Accountants held in Vancouver, the 
afternoon session on 13th August took the form of a “round 
table discussion” on the subjects “The balance sheet of a 
public company—whose is it?” and “The form of the audi- 
tor’s report.’’ The discussion was led by Messrs. W. R. C. 
Patrick (British Columbia), John Parton (Manitoba), E. J. 
Howson (Ontario) and H. G. Norman (Quebec), and sub- 
sequent remarks of other members dealt chiefly with points 
raised by those speakers. 

The conditions of the meeting preclude even the most 
general conclusion as to the majority opinion on any of 
the theories or proposals advanced, as no vote was taken 
on any question raised, and the time available did not allow 
for more than one or two views to be heard on any one 
point. Consequently, any suggestion contained in this 
summary as to the consensus of opinion is purely subjective. 

The first of the two subjects occupied but little of the 
meeting’s time. Three of the four chief speakers evidently 
considered that the balance sheet, in form and content, was 
the responsibility of the company, and that the auditor’s 
privilege and responsibility, as auditor, were confined to 
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making his report upon it, and that if in fact he took part 
in its preparation he must be considered to have undertaken 
supplementary accounting duties. Sometimes he does so in 
the absence of an official of the company able and willing 
to perform the task, and sometimes as the quickest and 
simplest way of arriving at a form of statement upon which 
he would be willing to give an unqualified report. One 
of the leading speakers, however, advanced the view that 
“once the auditor has reported on the balance sheet with- 
out any qualifications, he really adopts the balance sheet as 
his own, and it makes no difference whose was the initial 
responsibility in preparing it.” Other speakers referred to 
the greater chance of undetected errors in principle or fact 
when the auditor and his staff fill the dual role of prepara- 
tion and review. 

Discussion of the second subject—the form of the audi- 
tor’s report—might be considered a continuation of earlier 
discussions to which reference was made by several speak- 
ers. These included a session of the 1938 meeting which 
was devoted to the same subject (reported in THE CANADIAN 
CHARTERED ACCOUNTANT for December 1938) and circulars 
sent to the Provincial Institutes in April 1940, upon the 
replies to which the Committee on Accounting Research 
reported at the 1940 meeting. 

One of the speakers traced the evolution of what may be 
called the “statutory form.” (Though several members 
pointed out that strictly speaking not any of the successive 
statutes have laid down a form of words to be used it seems 
convenient to use the description “statutory form’’ for the 
certificate which follows as closely as possible the language 
of the statute, with possibly the addition of an introductory 
phrase such as “We have audited ....’”). He proceeded 
then to remark that an oftheard objection to any disturb- 
ance of the “statutory form,” namely, that the benefit of 
an accumulated body of case law would thereby be for- 
feited, had little weight, because in fact most of the lead- 
ing decisions have been handed down at periods when the 
language of the applicable statutes was not the same as 
now, and the decisions were based on the current concep- 
tions of good auditing practice. Submitting that such would 
doubtless continue to be the touchstone, he suggested that 
a single word such as “approved” or “audited” might finally 
be found to be a satisfactory form of unqualified report. 
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This would be the logical conclusion of the thought ex- 
pressed by a number of speakers that the auditor must in 
all cases accept responsibility for the scope of his work, 
and that an explanation in his report that his work has been 
less than normal good practice will not lessen his respon- 
sibility unless it is clearly worded so as to show that he has 
not “received all the information and explanations he has 
required.” There appeared also to be substantial agreement 
with his suggestion that for the present, while the require- 
ments of good auditing practice are ill-defined, particularly 
in the minds of those outside the profession, there would 
be a desirable strengthening of the auditor’s position with 
his client if custom or statute required the addition of 
phrases to the effect that the profit and loss and surplus 
accounts were also covered by his certificate, and that the 
accounts were drawn on a basis consistent with accepted 
practice and with that used in the previous period. 

Other speakers admitted responsibility for the profit and 
loss and surplus account, and for consistency, but thought 
the present “statutory form” satisfactory. Others definite- 
ly objected to any instructions by the Dominion or Provin- 
cial Institutes as to the form of report and one at least 
favoured the addition to the “statutory” wording of various 
phrases indicating scope of the work, extent of reliance upon 
other auditors, branch accounts, etc., as part of the normal 
“unqualified” report under the present Dominion Act, par- 
ticularly in audits of larger organizations. 

Only one speaker referred to the desirability of uniform 
requirements in the Acts of the Dominion and all the Prov- 
inces. Presumably in this case lack of comment indicated 
general approval. 

Throughout the discussion it appeared, both from spe- 
cific inferences and by implication, that a comparison be- 
tween the usual Canadian practice and the various forms 
presented by the American Institute and the Securities Ex- 
change Commission held a prominent place in the thoughts 
of those present. It was interesting to hear from an Amer- 
ican delegate the opinion that the form used by most firms 
in his country was “more a matter of education to the laity 
rather than a limitation of the responsibility of the profes- 
sion” and that it seemed best to carry on that education 
through a uniform report that would state in a concise way 
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some of the limitations of the auditing procedures which 
everyone in the profession had recognized for years. 

Perhaps in this last opinion may be found the key to 
this and earlier discussions. It appeared that those present 
agreed in general as to the actual meaning of the present 
“statutory form,” and considered that the various additional 
phrases which have been used or proposed add little or 
nothing to the auditor’s own view of his responsibilities. 
On the other hand, it does appear that those who read the 
auditors’ reports are in an entirely different position, and 
that the actual form matters less than the securing of a 
mutual understanding between auditor and reader as to the 
meaning conveyed. One speaker referred to a questionnaire 
circulated by Dun and Bradstreet which elicited the fact 
that a large majority of the non-professional respondents 
(bankers, credit men and corporate financial executives) 
favoured the incorporation in the certificate of a “check 
list” of audit work performed. Such a result, in the opinion 
of this writer, indicates that the programme of education 
required is far too extensive to be accomplished by any 
rewording of certificates. 

No reference was made during the discussion to what 
seems to be the main danger in any amplification of a 
minimum acceptable wording, namely, that such amplifi- 
cations may be mistaken for qualifications, and, per contra, 
an important qualification may be interpreted by the non- 
professional reader as merely another explanatory phrase. 


‘If the reader has faith in the professional standing of the 


auditor, any addition to a minimum form seems likely to 
be unsatisfactory unless it says clearly whether the fact 
stated has, in the auditor’s opinion, limited unreasonably the 
effectiveness of the audit, and if so, whether the limita- 
tion has occurred because of obstacles imposed by the man- 
agement, or because of expense involved, or causes outside 
the control of management or auditor. So simple a state- 
ment as “My examination was conducted at the principal 
office of the company” may bring to the mind of a reader, 
whether professional or non-professional, the following un- 
answered questions: 
“Were all the necessary records made available at the 
principal office?” 
“If not, did the management refuse to allow the auditor 
to visit other branches?” 
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“If the management did refuse, was the auditor satis- 

fied that the reason given was valid?” 

“To what extent has this limitation affected the audi- 

tor’s opinion of the balance sheet ?” 

If the auditor is presumed to answer all these questions 
by replying that if he had not been entirely satisfied with 
the scope of his audit he would have made his dissatisfac- 
tion perfectly clear, may the reader not ask why he should 
be confused by these details? 

Another point not discussed was the apparent lack of 
uniformity in the present Dominion Companies Act between 
the requirements relating to the balance sheet and those 
relating to the profit and loss and surplus accounts. Certain 
particulars are required to be shown in the balance sheet, 
and these are covered by the auditor’s report; others are re- 
quired to be shown in the profit and loss or surplus ac- 
counts, but the Act contains no specific requirement that 
they should also be covered by the auditor’s report. 

The general view of the meeting would seem to be that 
no amendment in the Companies Acts (except perhaps in 
the direction of uniformity between the Dominion and the 
Provinces) is required, nor should our Institutes attempt at 
the present time to direct their members to adopt a “stan- 
dard report.” Once more, however, it might be well to 
repeat the warning that these conclusions are not the re- 
sult of a vote of the meeting, still less of the entire mem- 
bership, and represent only one person’s impression of the 
general consensus of those who spoke at this particular 
meeting. 


Editor’s Note: The subject of the auditor’s report to the share- 
holders has probably given more concern to members of our profes- 
sion than any other. Further thoughts on it are contained in two 
articles—one being an historical note on the subject in The Journal 
of Accountancy (May 1941) and the other containing some observa- 
tions on the mechanics of the audit in The Accountant (London) of 
16th August last—both of which we publish herein. 


I. Accountants’ Reports—or Certificates 


Historical Note Prepared by the Research Department of the 
American Institute of Accountants and Published in the May 
1941 Number of ‘‘The Journal of Accovntancy.’’ 


That controversy over the form and meaning of accountants’ cer- 
tificates (or reports) raged actively as far back as 1888 is, as this 
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article points out, a “tranquilizing thing” to contemplate in 1941. 
Quotations from leading professional journals of fifty-three years ago 
lend a valuable perspective to current problems and at the same time 
underline the fact that professional principles are not formed in a day. 


O some it is cold comfort to know that the troubles which 
they encounter were also the common lot of their grand- 
fathers; but most men are willing to brace themselves with 
the thought that they can stand what their ancestors stood. 
Not only that, but the knowledge that a problem has exer- 
cised the minds of men continually for long periods, and 
today seems as fresh and difficult as it did fifty years ago, 
is a tranquilizing thing to those now harassed with it. We 
contemplate those ancient struggles with equanimity and 
mellow detachment, and reflect that our professional grand- 
children will regard our own feverish efforts in the same 
mood of unruffled interest and sweet unconcern. 

Recently a prominent public official berated a large 
gathering of accountants for the alleged inconclusive char- 
acter of their reports on audits, and the same charges, ex- 
pressed in the same tone and temper run through the oldest 
volume of The Accountant (London) now in the American 
Institute of Accountants’ library, that of 1888. [If any 
member could present the library with earlier volumes he 
would render a gracious and substantial public service.] 
The early examples in the 1888 volume lack nothing of the 
dramatic and picturesque when compared with the modern 
critics. For example, the issue of The Accountant for April 
. 7, 1888, has the following: 

“Audited and Found Correct 


“The following correspondence on Auditors’ Certificates 
has recently been addressed to a contemporary. Considera- 
tions of space obliges us to defer comment until a subse- 
quent issue :— 

“Sir,—Can you tell me how far shareholders and in- 
vestors can rely upon the above words when attached to 
the accounts of a public company? 

“T have before me the balance-sheet of . . . Limited, 
‘for the year ending September 30, 1887’ (I presume the 
document is meant to be the balance-sheet at September 
30, 1887), which is as follows: .. .” 

Then follows the balance-sheet, in which appears an 
amount of £19,481.19.9 as profit for the year. The writer 
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complains that this amount is elsewhere shown to be sub- 
ject to large deductions for interest, and that he cannot 
even understand how the balance-sheet has been made to 
balance. He goes on: 

“Unless you, Mr. Editor, can throw some light upon the 
matter, the shareholders should at once call upon the audi- 
tor to explain by what process the accounts were ‘found 
correct.’ 

“Undoubtedly, the shareholders have great cause of com- 
plaint against the auditor for appending his certificate to 
a balance-sheet so meagre and misleading. Some excuse 
may be made for the absence of a trading and profit-and- 
loss accounts, but in addition to the points which I have 
already raised, the directors and auditor should be asked 
to explain: (1) Why is the contingent liability on bills re- 
ceivable under discount not shown in the balance-sheet? 
(2) Where is the reserve for bad and doubtful debts shown 
in the balance-sheet? (3) Of the item sundry creditors, 
what proportion represents cash, and what proportion repre- 
sents trade accounts? (4) Does the item, sundry debtors, 
include consignments to agents and others; if so, at what 
price have these consignments been taken? I think there 
ought to have been a special entry for ‘Stock consigned to 
agents and others taken at cost price’; because, if taken 
at selling price, the company takes credit for a profit not 
yet earned. (5) Has the auditor verified the existence and 
valuation of the reserve fund investments? No mention 
of this is made in his certificate or report. (6) Does the 
wording of the auditor’s certificate and report meet the 
requirements of the articles of association? Without this 
information before them, the shareholders cannot possibly 
know the position of the company, nor the value of their 
property, and upon this depends the justification of the 
directors in paying the dividend in December last, even 
small as it was, and though the accounts had been ‘audited 
and found correct’ by a chartered accountant—I am, sir, 
yours, etc. T.P.” 

In the succeeding issue The Accountant took up the chal- 
lenge editorially. It did the handsome thing, and admitted 
that the cryptic form of certification then in effect was 
not satisfactory and it made proposals that have a peculiar- 
ly modern sound. Under the same title, “Auditor’s Certifi- 
cates,” it said: 
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“The correspondence taken from the columns of a con- 
temporary, which we reprinted in our last, will do more 
than half a dozen discussions towards the solution of the 
question of auditor’s certificates. ‘Audited and found cor- 
rect,’ is evidently not satisfactory to many of the public, 
and seems peculiarly open to criticism. Mr. Welton once 
stated that he thought certificates should be put in a nar- 
rative form, stating concisely what the extent of the audit 
had been, thus enabling shareholders to form their own 
opinion as to whether the audit was sufficient, or whether 
it should be made more stringent and exhaustive. This 
seems the best policy to pursue, and the practice of making 
certificates more specific will, it is hoped, increase. It seems 
necessary to repeat a warning previously given in these 
columns. The Institute as such, should not, we conceive, 
take upon itself, as it has been urged it should do, the 
serious responsibility of settling ‘what would constitute a 
thorough audit of every class of company,’ and of permit- 
ting, much less encouraging, members to word their cer- 
tificate ‘audited in accordance with the form prescribed by 
the Institute of Chartered Accountants.’ But what would 
be most impolitic and unwise for the Institute as such, to 
do, may be laudable in its members in their private capaci- 
ties to effect; and it is in this way that the present unsatis- 
factory state of the matter can be remedied. 

“The correspondence referred to contains, however, more 
than one point of general interest. It is surprising that 
‘any chartered accountant should at this time of day send 
out balance sheets with a heading described as being ‘for 
the year ending 30 September, 1887;’ and even more sur- 
prising that he should attempt to defend such an utterly 
erroneous practice.” 

The case seems to have been a bad one, and The Account- 
ant made no bones about calling it “inexplicable,’’ “false,” 
and “utterly erroneous.” In the information given a modern 
reader finds nothing to answer these charges. 

But it must not be supposed that The Accountant was 
incapable of striking a blow for its own whenever it found 
the profession wrongly attacked. In the issue of May 5, 
1888, was a citation as follows: 

“The Profession. 

“The subjoined article from The Financial News may be 

commented on in our next issue: 
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“Accountants’ Certificates 

“A few months ago we called attention to the necessity 
of care being exercised by accountants in the granting of 
certificates which are to be used for the purpose of obtain- 
ing capital. We believe the subject has been under con- 
sideration by the Institute of Chartered Accountants, and 
we commend to the Council of that body the latest produc- 
tion of one of its members, Mr. Paul A. Boulton.’’ 

He then quotes the accountant’s report showing total 
profits for four years, the average profit, and stating that 
these include a special item received from the City of Lon- 
don in condemnation proceedings. The company issuing the 
prospectus made the rash statement that “from his (the 
accountant’s) report it will be seen that the profits can 
safely be relied upon to earn a dividend equal to 12 per cent.” 
In the course of his criticism the writer by indirection im- 
puted his promise to the auditor, and since he was also able 
to point out weaknesses in the figures, he had no difficulty 
in treating the case with a gay irony, ending up with: 

“If the directors of this company are wise men, which 
we doubt, they will direct the employes of the Packing and 
Sack Manufactory to pack the prospectuses in sacks and 
consign them by aid of the ‘wharfinger’s business’ to the 
bottom of the deep blue sea; and if the Council of the In- 
stitute of Chartered Accountants have any authority over 
Mr. Paul A. Boulton, we hope they will question that gentle- 
man as to the circumstances which have induced him to 
write so misleading a report.” 

All of this has a familiar sound today, and The Account- 
ant had no difficulty in exposing the “newspaper logic and 
rhetorical trickery” by which the certificate was made to 
appear unreliable. In an editorial dated May 12, 1888, it 
said: 

“As a certificate it is plain, and we think not open to 
the construction placed upon it by our contemporary. 

“It relates the facts so plainly, indeed, that it is easy, 
as the Financial News found, to criticize the company as an 
investment; but surely that is no reflection on the account- 
ant who drew up the certificate, of the exact meaning of 
which no man of ordinary understanding could be in doubt 
of. The Financial News no doubt feels it is perfectly safe 
to write down individuals who can hardly go to the expense 
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of fighting a law suit on an article which, to the ordinary 
reader, is so skilfully worded as to be capable of two en- 
tirely different constructions. 

“A person who read the article through would be im- 
pressed with this leading idea, that the accountant had cer- 
tified that a dividend at the rate of 12 per cent ‘can safely 
be relied upon.’ These words occur in the article six times, 
in such a way as to fix them as the essential part of the cer- 
tificate. But the certificate says nothing of the kind; and, 
if called upon to vindicate his article, the smart writer in 
the Financial News could, without the shadow of a doubt, 
show that he had never imputed such words to Mr. Boulton. 
It is worth the while of anyone to carefully re-read and 
analyse the article from this point of view. Whoever does 
so will find what we say to be correct, and may also observe 
with admiration the real way in which the point is evaded 
in the one instance out of the half-dozen where the exact 
line between genuine criticism and clever allusion is in most 
danger of being overstepped, and would have been over- 
stepped by a less wary hand. The sentence, ‘Few firms (i.e., 
of accountants) of good standing would have led the public 
to believe that profits of £812 5s. 5d. could in this be safely 
relied upon,’ is, considered as a part of an article the whole 
tenor of which to fix on the accountant the statement that 
profits of 12 per cent. (not £812 5s. 5d.) could safely be 
relied upon, as clever a journalistic feat as one meets with; 
and all throughout the same kind of ability can be detected 

by anyone who rigidly construes the language.” 

A climax of vituperation was reached in a passage cited 
from the Financial Times, in the issue of The Accountant 
for September 22, 1888. After unctuously saying that it 
did not wish “to imitate the extravagant and offensive criti- 
cism in which certain of our weekly contemporaries have 
indulged,” the financial paper went on to indulge in this: 

“It may without fear of contradiction be asserted that 
the concoction of these so-called certificates, or estimates, 
or proofs as to profits, has become a public scandal, and to 
such an extent as to seriously call in question the wisdom 
of the statute which granted a Charter of Incorporation to 
the accountancy craft. .... Judged from the standpoint 
of future experience, our ‘men of figures’ and licensed 
valuers must be either doubly shrewd or doubly foolish. 
Plainly, they are between the horns of a dilemma; either 
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they must admit to deliberate dishonesty as a body, in 
which case the charter has been a blunder, and a direct 
cause of mischief and pecuniary loss to many, or, they stand 
convicted of extreme simplicity and gullibility, in which 
case, also, the gift of incorporation is proved to have been 
a mistake, and Parliament would be equally justified in 
founding an Institute of Chartered Dunces. 

“Of course, our City accountants and valuers are shrewd, 
clear-headed business men, probably the smartest to be 
found in Europe outside the ranks of the legal profession; 
if, indeed, the public auditor is not an all-round sharper man 
than his learned confrere of the Law Courts. Any diverg- 
ency, therefore which may arise between accountants’ esti- 
mates and actual results, must in nine cases out of ten be 
born of that mental obtuseness which an ancient writer 
terms ‘a wilful shutting of the eyes.’ The man of figures 
does not want to find out weak spots, and accordingly he 
views everything through rose-coloured spectacles. Here, 
as a fact, is the origin of all the trouble. The chartered 
accountant is not a servant of the public, paid to ferret out 
damaging facts. On the contrary, he looks to promoters 
and vendors for remuneration, and, naturally enough, as his 
bread is wholly buttered on one side he glosses over diffi- 
culties as smoothly as he can in order to gratify patrons, 
and pave the way for further lucrative employment... . 
.... Who, in or about the Stock Exchange, we should like 
to know, was really surprised when the first year’s trading 
recently proved an eminent firm of accountants’ estimate 
of profits for a large brewery company’s business to be 
exaggerated, and it was found that the shareholders who, 
on the faith of this firm’s certified opinion, had paid ex- 
travagant premiums for their holdings, would have to con- 
tent themselves with something very different? What did 
astonish the City was the extraordinary disparity between 
promises and performance .... All things considered, in- 
vestors would seemingly do well not to place much reliance 
on any statement appearing in a prospectus, notwithstand- 
ing it may be subscribed to by the most eminent names. 
Although true in fact, it will probably be untrue in spirit, 
involving some subtle suppressio veri. In guarding the 
public against a continued repetition of these unpleasant 
‘surprises’ the Legislature has a magnificent chance, which 
the City will not pardon should it be allowed to slip.” 
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This critic gave himself away when he undertook to 
judge accountants “from the standpoint of future experi- 
ence,’’ and The Accountant found it easy to be both porten- 
tuous and facetious: 

“For profundity, has anything ever come up to this 
piece of reasoning? To be sure, the dilemma is not preceded 
by a hint of the facts on which it arises; but what of that? 
The only thing which approaches it (at a long distance, how- 
ever) is Dr. Johnson’s famous remark about history and 
historians. He had a profound contempt for both; con- 
sidered history as utterly without literary merit, or the 
writing of it as unfit occupation for a man of literary genius, 
and backed up his opinion thus: 

‘The historian tells either what is false or true; in 
the former case he is no historian; in the latter he has 
no opportunity for displaying his abilities; for truth is 
one; and all who tell the truth must tell it alike!’ 

“We have thus to go back a hundred years at least to 
find a parallel to this matchless reasoner.” 

The controversies in which accountants have found 
themselves involved during the past ten years might have 
been conducted on a little livelier plane than has been the 
case, but none of the elements of controversy are new. The 
functions of accountants, their responsibilities, to whom 
they are responsible, whether they are valuers, what their 
certificates should mean, how they should be worded, and 
whether or not those who read them are supposed to know 
how to read, all of these modern problems were actively, 
if not violently, debated in 1888. Even the name of the 
accountant’s statement was in question; in the quotations 
given it is usually called the “certificate,’’ but sometimes the 
“report.” 

We wonder how current criticisms of accountants will 
read in 1991. 


II. Verification of Stock: The McKesson and Robbins Case 
(From The Accountant, 16th August 1941) 

lw an article published on 1st March last we summarized 

conclusions arrived at by the American Securities and 


Exchange Commission on the subject of the verification by 
auditors of stock-in-trade, as arising out of the McKesson 
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and Robbins case, and we offered certain comments of our 
own which were, in the main, critical of the American view- 
point. Our remarks have subsequently attracted a number 
of letters to our correspondence columns in which we, in 
our turn, have been the object of friendly criticism, and we 
feel that the time has arrived when it is proper that we 
should endeavour to think again and to restate, with the 
assistance of our correspondents, the whole matter as it 
now appears to us. 

In accounting, as in every other subject of human 
thought, it is inevitable that there should be a clear line 
of cleavage on opposite sides of which are ranged, respec- 
tively, the minds which feel the attraction of adjustment 
to changing conditions and those which regard caution as 
a surer guide to conduct than boldness. Across that in- 
tellectual gulf the flinging of counter-charges of timidity 
and rashness is futile; the practical man must be the arbiter 
and must remind the contending factions that auditing is 
a job which, by its very nature, must rely less on general 
statements of principle than on adaptations of variable 
technique to meet the almost incredible heterogeneity of 
factual combinations making up the material on which audi- 
tors must work. That is why, in England, emphasis has 
always been laid more strongly on the personal equation 
in auditing than on an appeal to any code of operations laid 
down in vacuo by external authority. 

Remembering this, we consider it our duty to remind our 
readers that there is a fundamental difference between al- 
lowing an auditor the liberty to take his tests, in particular 
cases, farther than may be the general practice, and laying 
down a fixed rule that he must in every instance carry his 
inquiry to a given minimum of minuteness. This flexibility 
appears to us to be the very stuff of which good auditing 
is made. It induces in the auditor a conviction of the 
uniqueness of every engagement, demanding special and 
separate consideration for every case, and it reminds those 
who rely on auditors that the work is an assessment of 
special needs rather than a mechanical task performed with 
line and foot-rule. 

A layman reading our recent correspondence columns 
might be forgiven if he should gain the impression that 
British auditors, under current practice, give no examina- 
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tion to inventories beyond the cursory acceptance of cer- 
tified lists. That view of the situation would plainly be 
wrong; for we apprehend that every well-performed audit 
brings the query “what test for this item is necessary and 
reasonably feasible?” The difficulty of a generalized dis- 
cussion lies in the definition of feasibility. It certainly goes 
as far as comparison of the balance sheet item with such 
integral parts of the records as exist; but how much farther 
it can go towards reconciliation of records with the facts 
they purport to reflect is a question to which the answer is 
as variable as the facts themselves. 

We do not believe that an obligation to examine physical 
stock, that is to say the goods themselves, should in any 
circumstances be erected into a general rule of auditing; 
but we do believe that any good auditor should be capable 
of being trusted to know how far he himself can safely act 
on his own discretion. In saying this we express two very 
broad principles of the most fundamental importance. 

First, in a field where the ordinary reader of a balance 
sheet cannot be expected to draw fine distinctions, there 
is grave danger that obligatory examination of goods might 
draw upon the profession a responsibility it could not hon- 
estly discharge. As we have before said, no auditor is 
trained to distinguish between quality A and quality B of 
any given class of goods; nor even, in many cases, between 
goods C and goods D. Yet, where obligation is once ac- 


- cepted, how is the person who relies on the auditor to be 


informed what degree of strength is to be attached to his 
reliance? If it be argued against our view that this leaves 
balance sheets in an undesirable haziness of position, we 
reply that certainty, or what is as nearly as possible cer- 
tainty, can be attained by the separate employment of pro- 
fessional trade valuers and stocktakers. Indeed, that course 
is open, even under present conditions, to any company 
whatsoever and we are certain it would be welcomed by 
auditors if only on the basic ground of relieving them of 
an irksome subject of doubt. Why load auditors with a 
job for which there already exists an adequately trained 
and organized profession ? 

Second, the very foundation of auditing is that it is an 
independent report on what has already been done by di- 
rectors; and, in our opinion, no decision taken by the audit- 
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ing profession ought to diminish the responsibilities of the 
directorial function. Directors are persons put, by their 
members, into a position of trust and it is for them to 
discharge their trust. They bring to auditors such docu- 
mentary evidence of stock-in-trade as may be proper in 
individual cases, and that documentary evidence is open to 
test by auditors. The responsibility for the custody and 
existence of the goods lies on the directors and that obliga- 
tion ought to be emphasized by every means. The profes- 
sion should be willing to test and to apply criticism but, 
in our judgment, it should not be willing to be drawn into 
a position from which it could not recede; and once it ac- 
cepted an obligation to enter on the physical examination 
of goods, it could never be certain that false assumptions 
of its omniscience and omnipotence would not destroy the 
whole value of its work. 


Editor’s Note: We are indebted to The National Association of 
Cost Accountants, 385 Madison Avenue, New York City, for the privi- 
lege of publishing in THE CANADIAN CHARTERED ACCOUNTANT from 
time to time articles on cost subjects, some of which are contributed 
by its members and some the results of N.A.C.A. Research Study. 
That on costs in the canning industry appeared in the Association’s 
Bulletin of 1st July last and is one of interest at this season of the year. 


THE USE OF STANDARD COSTS IN THE CANNING 
INDUSTRY 


By Ralph H. Barr, San Francisco, California 


(Mr. Barr is Secretary of Hunt Brothers Packing Co. of San 
Francisco, was educated at the University of California, has been 
closely associated with cost accounting work since 1911, and is an 
associate member of the American Institute of Accountants.) 


Purposes of Cost Accounting 


1. Determining selling prices—Selling prices are quite 
generally made to meet competition, and a knowledge of 
the cost of items manufactured by a single producer usually 
plays an unimportant part in his determination of what the 
selling prices shall be. However, it does contribute to the 
knowledge of the industry as a whole of what production 
and selling costs are, and doubtlessly does influence selling 
prices, although it does not follow that the industry as a 
whole can sell each item of its pack for an amount to yield 
a profit. 


254 





aaa hes 





9 ERE Ps 





THE USE OF STANDARD COSTS IN THE CANNING INDUSTRY 


2. Tends to divert sales and production into more profitable 
channels—A knowledge of packing and selling costs serves 
to show what are the profitable items to pack, thereby 
giving an opportunity to divert sales effort into the more 
profitable lines. The raw product, fruit or vegetables, is 
usually purchased at a flat price per ton, with due regard 
to quality, and the product may be packed into many sizes 
and styles of containers and many grades as to quality. 
The harvesting season is short, the product perishable to a 
high degree and must be packed immediately ; therefore de- 
cisions must be made quickly. After the crop is harvested, 
there is no more raw product of that variety for another 
year. The margin between selling prices and cost of pack- 
ing and selling is by no means uniform between the various 
sizes and grades, and the profitableness of the season’s oper- 
ations may be dependent to a very considerable extent upon 
the proper decision as to the items to be produced. 

3. Furnishes information as a guide to controlling production 
efficiency—Also, due to the perishable nature of the product 
and to the shortness of the season, waste of raw product 
and other materials and inefficiency of labour can eat up 
any potential profits unless the pack is watched constantly 
and control exercised immediately to curb wastes, for on 
some varieties the entire year’s pack is made in a few days. 

4. Determines inventory values and forms basis of variety 
profit and loss statements—The cost of production of the dif- 


_ ferent items packed, with due regard to market values, 


furnishes necessary information to determine inventory 
values for the annual financial statements, and also forms 
the basis of annual profit and loss accounts by varieties. 


Kinds of Cost Statements Required 

To serve these purposes there are three kinds of cost 
statements required. First, there is the estimate of costs 
for the proposed pack for the coming season. These, com- 
pared with prospective selling prices, will aid in determining 
the size of the pack to be made during the coming season, 
the varieties to be packed, and the tonnage of raw product 
to be contracted for. Of course, these costs must be com- 
plete, with direct packing and indirect packing, direct and 
indirect shipping, selling allowances and expenses, general 
and administrative expenses and financial costs. These costs 
are generally based on prior year’s experience, with changes 
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for variations in unit costs of materials and changes in wage 
scales. All too frequently costs of this kind in the past 
have been prepared without full regard to the ledger with 
the result that many items of cost have been overlooked. 

Second, there are the daily cost reports for each variety 
of fruit or vegetable to show the efficiency of the operations 
in all their phases and to furnish information necessary to 
exercise proper controls to avoid wastes and inefficiency. 
In this industry the entire pack of any variety for the 
entire season is made in a very short time, and even the 
entire pack of all varieties may be produced in only a few 
months. However, part of the goods produced may be 
stored in the warehouse for months and shipments spread 
out through the entire year. The most prevalent method 
of storing goods in the warehouse is to stack unlabeled and 
uncased cans in the warehouse, thereby completing the 
manufacturing process, and deferring the labeling and cas- 
ing until the time of shipping. This procedure is not uni- 
versal but is sufficiently prevalent to make its observance 
necessary in preparing cost systems. The preparation of 
costs is therefore very clearly divided into production 
costs, which end with the cost of the fruit and materials 
in the can, and with the labour necessary up to the point 
of stacking in the warehouse. The subsequent costs in- 
curred for the shipping containers, labels and the labour 
connected therewith are shipping costs and must be cal- 
culated as a separate operation. 

The largest volume of work comes from these direct 
production costs, which must be prepared daily for each 
variety of raw product, for both the day’s costs and for 
the entire costs for that variety for the season to date. 
Shipping costs have no part in this phase, and indirect ex- 
penses are not likely to be materially influenced by day-to- 
day packing programs, so that these daily cost reports 
need not deal with either shipping or indirect expenses in 
order to serve their function of giving management the 
information on which to control the efficiency of produc- 
tion. Nevertheless, these daily direct costs may with very 
little work be expanded to include the shipping, indirect, 
and selling and administrative expenses, in which case they 
become an up-to-the-minute record of selling costs. 


Third, there are the costs prepared after the pack is 
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over. These serve as a basis for estimating future costs 
for the following year, for determining inventory prices, 
and for determining the profit or loss made on each variety 
of fruit packed. These “actual” costs after pack are gen- 
erally prepared tentatively within a short time after the 
pack has been completed and may be subject to correction 
at the close of the season when the full expenses for the 
year’s operations are determined, if these have varied ma- 
terially from the estimates for the balance of the year, 
used in the tentative costs prepared immediately following 
the close of the pack. 


Some of the Problems of Cannery Cost Accounting 

In some respects the canning industry is in a very 
favoured position as to produce costs. The elements re- 
quiring daily watching and control are few, raw product, 
sugar, and labour being the principal ones. Other materials 
such as cans and cases are not likely to be subject to much 
waste, and other materials are relatively of little importance 
from the standpoint of cost. 

On the other hand, it has problems involving principles 
which are of vital importance and require very careful 
consideration. These relate largely to the problem of joint 
costs in the raw product, in the labour, and in the distribu- 
tion of overhead. 


Cost of Raw Product Is a Joint Cost 

As previously stated, the raw product is generally pur- 
chased at a flat price per ton, with due consideration to 
the quality of the product delivered. However, out of a ton 
of fruit will come many grades of finished pack. The cost 
of the raw product cannot be charged at a uniform price 
per pound to the various grades for the reason that the 
selling prices on the lower grades are not high enough to 
return the average price per pound on the fruit used. There- 
fore, the higher grades must be charged with enough more 
than the average price per pound to make up for the 
deficiency in the lower grades. The first problem confront- 
ing the cost accountant is the proper grade differentials. 
Of course, logically, these should be relative to selling values. 
Here again, further problems enter. Should the selling 
values be the price per case for the finished product, or 
should they be the price per case less the other elements of 
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cost, such as cans, cases, labour, overhead, etc., leaving the 
net returns for the fruit to serve as the relative basis? 

The selling price per pound of fruit, either for the fin- 
ished product, or after the deduction of other packing costs, 
will vary greatly for the same grade of fruit in different 
size containers. Canned fruits are usually packed in Fancy, 
Choice, Standard, Second, Water, and Pie grades, and, 
among others, into size 214, 2T, 1T and No. 10 containers. 
The selling price per pound of fruit of Fancy grade in a 214 
can will not be the same as in a 2T, or 1T, or No. 10 can. 
Neither will the relative selling price per pound of Choice 
compared with the Fancy be the same for the different size 
containers. If the selling price is used to determine relative 
grade values, then we must choose some container as repre- 
sentative, but unfortunately no single size container can 
be taken as the guide, for all grades are not customarily 
packed in any one size container. 


At the present time the packing of fruit cocktail is be- 
coming an important product. This is a mixture in one can 
of peaches, pears, cherries, pineapple and grapes. Obviously, 
the selling price of a case of cocktail cannot be prorated 
directly to the different varieties of fruit used, except on 
an arbitrary basis. 


For these and other reasons, arbitrary differentials are 
generally recognized in the industry and are in quite gen- 
eral use. On peaches the differentials are Fancy 130, Choice 
115, Standard 100, Seconds and Water 75, and Pie 50. This 
simply means that the total cost of the fruit is prorated 
over the entire pack in such a manner that in the final costs 
for the fruit, the cost of the Fancy grade will be 30 per 
cent more than Standard, Choice 15 per cent more than 
Standard, etc. 

It is well to mention here that these differentials are 
usually applied to the fruit delivered at the cannery which 
includes the price paid to the grower plus freight and haul- 
ing charges, and buying and receiving expenses, but with 
no processing labour. This is at variance with the the- 
oretically sound principle of applying the differentials to 
the costs of the joint products at the time of separation. 
The net effect of this is that while the fruit itself and 
the receiving expenses bear grade differentials, the prepara- 
tion labour does not, and is therefore charged to the various 
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grades at a uniform price per pound. The result is prob- 
ably not materially affected, for if labour were included in 
the costs to which the differentials were applied, the differ- 
entials themselves would be changed to give approximately 
the same results, since the result that it is sought to obtain 
is to have each grade of fruit of a given variety show ap- 
proximately the same margin of profit. 


Overhead Distribution 


A commonly used method of allocating overhead is in 
proportion to the total direct costs. There are three groups 
of overhead expenses, the factory overhead, the shipping 
overhead, and the general and administrative expenses. The 
justification for distinguishing between factory indirect ex- 
pense and shipping indirect expense is that the volume of 
work done in the two departments in the fiscal year is 
quite different. The first is the year’s production of goods 
manufactured, and the second is the year’s shipments of 
goods sold. The factory indirect expense is prorated over 
the total direct cost of production, the shipping indirect 
expense over the total direct costs of shipping (not the total 
direct cost of goods shipped) and the general and admin- 
istrative over the total cost of goods sold, including the 
factory indirect expense and the shipping direct and indirect 
expenses. 

This basis of prorating the indirect expenses over the 
total direct costs, with some deviations in the handling of 
the shipping indirect expenses, is the one most commonly 
used and is more equitable than either a direct labour 
basis or units produced basis. This method is undoubtedly 
the most equitable of the simple methods and has much 
merit, although under some circumstances it may give incor- 
rect expense distributions. The most serious criticism of the 
method is that it causes a considerable variation in the 
amount of indirect expense apportioned to a single item 
with varying prices for raw product. These prices vary 
over extremely wide ranges, and it is quite obvious that the 
actual amount of depreciation on machinery and equip- 
ment per case does not vary solely because the price of 
peaches varies from, say, $10 per ton to $100 per ton. How- 
ever, even this objection may in part be answered by the 
tendency for the pack to be reduced as the cost of fruit 
goes higher, thereby increasing the indirect expense per 
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case, the trend being toward justifying the variations re- 
sulting from price changes for raw product. 


Mechanics of Daily Cost Records 


The routine of preparing the three types of cost reports, 
estimated costs before pack, actual costs after pack, and 
daily cost records during the pack, is so similar that a 
discussion of the preparation of daily cost records will serve 
as an illustration for all the reports. This will cover the 
direct costs only, the indirect factory expenses, adminis- 
trative and general expenses, selling expenses, and ship- 
ping expenses offering no unusual problems. 

The major items comprising the direct production costs 
are raw product, sugar, cans, labour, and rental and royalty 
on labour saving machinery. There are other ingredients 
and materials, such as salt, spices, peeling compounds, fuel, 
water and power, the latter being treated as a direct cost 
on the basis that a more accurate apportionment will be 
secured thereby than by prorating as an indirect expense. 
The mathematical calculations will be confined to the major 
items only, the others being quite similar. 

These daily cost records are prepared on a standard 
cost basis. Prior to the operating season, a complete set 
of standard costs is prepared for each item which it is 
expected will be packed, estimating the cost for each element 
in its production. These estimates should be worked out 
carefully by computing the proper quantities of raw mater- 
ials to be used and the prices which it is expected will be 
paid during the season, using the grade differentials men- 
tioned previously in preparing the cost of the raw product. 
The cost of materials used is generally the net cost delivered 
at the plant. On raw product this includes the contract price 
paid the grower, plus freight and hauling charges, buying ex- 
penses, cold storage, when incurred, buying and receiving 
expenses, and expenses in connection with the use of lug 
boxes, including the losses from breakage and repairing 
and handling. The cost of cans and sugar includes the 
incoming freight, with a credit for any cash discount taken. 

While there are various methods in use for making the 
mathematical calculation of the standard cost per case, the 
following method is selected for its simplicity in illustrating 
the principle involved. All figures given are illustrative 
only and are not intended to reflect actual conditions. 
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Calculation of Standard Cost in Advance of Season 
Raw Product, Grade Price per Pound 





EXHIBIT 1 
A B Cc D E 
Expected Yield Actual Grade 
of Grades in Relative Grade Price per 
Grades Per Cent Price Product Pound 
Fancy 10 130 -1300 -04026 
Choice 40 115 -4600 .03562 
Standard 20 100 -2000 -03097 
Second 15 75 1125 .02323 
Water 10 75 .0750 .02323 
Pie 5 50 .0250 .01549 
100 1.0025 


The percentages in Column B are those which it is estim- 
ated will be obtained per ton of fruit for the various grades, 
and should be based on the average for several prior seasons. 
The relative grade prices shown in Column C may be con- 
veniently looked upon as tentative or trial prices per pound. 
Then the total relative cost of a ton of fruit at these prices 
would be the footing of Column D, i.e. 1.0025. 


Now we will estimate as closely as we can at this time 
what a ton of fruit actually will cost: 


Contract price to grower ............+% $50.00 
POON GRE RAUUNE o cis skein cdiceece 4.00 
AEE INS eG. ared o.5 wine dois ols 6 Ha Stee 3.85 
Re UN SOI. 656.5655 See ses caer wrowiens 2.50 
BO CS no 658s his ein 6 Sew ecw 1.75 





$62.10 or $.03105 per pound 


The actual grade prices per pound for the various grades 
are obtained by multiplying the average cost per pound 
$.03105 by the grade differentials, and dividing each by 
1.0025, or to simplify the calculations, first divide $.03105 
by 1.0025, which is $.030973, and multiply this by the grade 
differentials, which gives for the actual grade prices per 
pound, the figures in Column E. 


At this point it is well to prove the costs per pound of 
the various grades by proving back to the total cost per 
ton, multiplying the pounds which it is expected will be 
obtained out of a ton of fruit of the various grades, by the 
calculated cost per pound of fruit of the various grades 
shown in Column E, which should result in a total cost 
of $62.10. 
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Proof of Grade Prices per Ton 


Pounds 

per 

Grade Per cent Ton 
Fancy 10 200 
Choice 40 800 
Standard 20 400 
Second 15 300 
Water 10 200 
Pie 5 100 
100 2000 


Exhibit 2. 
EXHIBIT 2 
Lbs. Raw 
Product 
Size Grade per Case 
21% Fancy 40 
Choice 40 
Standard 40 
Second 40 
Water 40 
10 Fancy 36 
Choice 36 
Standard 36 
Water 36 
Pie 58 


Size Grade 

216 Fancy 
Choice 
Standard 
Second 


Standard 
Cans—Standard Cost per Case for Cans 


The cost of cans is similarly calculated, allowing for 
waste which we will assume to be % of one per cent: 
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Grade 
Cost per 
Pound 
$.04026 
.03562 
-03097 
.02323 
.02323 
.01549 


Raw Product—Standard Cost per Case 


The standard cost per case for raw product is obtained 
by multiplying the pounds of raw product required per 
case by the relative grade prices per pound, as shown in 


Grade Price 


per 


Pound 
$.04026 


03562 
.03097 
02323 
.02323 


.04026 
03562 
03097 
02323 
.01549 









Total 


per 
Ton 
$ 8.05 
28.50 
12.39 
6.97 
4.64 
1.55 





$62.10 


Cost 
per 
Case 

$1.610 
1.425 
1.239 
.929 
.929 


1.449 
1.282 
1.115 
836 
898 


The preparation of the standard cost for raw product is 
the most complicated, due to the price differential for the 
various grades. The standard costs for other materials is 
quite simple, as is shown for sugar. 

Sugar—Standard Cost per Case 
EXHIBIT 3 


Lbs. Sugar 
per Case 


Cost per case @ 
dc. per pound 
.490 
.330 

195 
.070 


445 
305 
175 








pee 
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EXHIBIT 4 
Cost Cost 
Size No. of per 1000 of Cans 
Can Cans per Cans per Case 
Case Waste Delivered 
2% 24 .005 $30.00 $.7236 
10 6 .005 50.00 .3015 


Labour—Standard Cost per Case for Labour 


The cost of labour for the standards must be obtained 
from experience, with due regard to changes in wage scales. 
The costs are usually prepared for the preparation, canning, 
cooking and stacking departments, in order to localize in- 
efficiencies and determine responsibility. We will assume 
the labour to be as follows by departments: 


ExuisBit 5 
2% 10 10 Pie 
Preparation $.130 $.117 $.170 
Canning .140 130 
Cooking .050 .040 .050 
Stacking -030 .033 .033 
Total .350 .320 .253 


The No. 10 Pie is shown as an illustration because of 
its dissimilarity to other grades and sizes. The preparation 
is more per case than the other No. 10 due to a greater 
quantity of raw product required, and the labour of filling 
cans is automatically included with the cooking. The cost 


of stacking is kept separate not so much because of its rel- 


ative importance, but because responsibility is in the hands 
of another department, and this labour is usually per- 
formed a day or more later than the other labour. 

Rental and Royalty—Standard Cost per Case 


Rental and royalty on labour-saving equipment may be 
on various kinds of contracts, but the standard cost per 
case is obtained in a similar manner by multiplying the 
pounds required by the estimated cost per pound. The 
figures are included in the summary of the costs in Exhibit 
6 below, but without submitting detail of their calculation. 


After the standards have all been prepared for all the 
elements of the total costs, they are summarized as shown 
below to produce the total standard cost per case: 
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EXHIBIT 6—SUMMARY OF TOTAL DIRECT MANUFACTURING COSTS 





























Size 2% Fancy Choice Standard Second Water 
Raw Product $1.610 $1.425 $1.239 $ .929 $ .929 
Cans -724 .724 -724 -724 -724 
Sugar .490 .330 .195 .070 
Rental & Royalty .060 -060 .060 .060 .060 
Labour -350 .350 .350 .350 .350 

Total Direct $3.234 $2.889 $2.568 $2.133 $2.063 
Size 10 Fancy Choice Standard Pie 

Raw Product $1.449 $1.282 $1.115 $ .898 

Cans .302 .302 .302 .302 

Sugar 445 .305 175 

Rental & Royalty .054 .054 .054 .086 

Labour .320 .320 .320 .253 
Total Direct $2.570 $2.263 $1.966 $1.539 


The problem of determining actual daily direct costs 
can be very simply stated: Calculate what the standard 
costs should be for the entire day’s pack, compare them 
by elements with the actual costs and correct the standards 
for each item in proportion to the variation between the 
actual and standard costs in total. We will carry this 
out by taking a day’s pack as an example, limited to only 
a small number of items, and from that calculate the stan- 
dard costs, compare these with the actual costs, by elements, 
and then calculate the actual cost of some item packed, 
per case. 

It is desirable to know whether any deviation in the 
cost of raw product is due to the use of more or less pounds 
of fruit per case, or to higher or lower grade yields per 
case, or to a variation in the price per pound. It will be 
remembered that, in the preparation of the standard 
costs for raw product, the value of the fancy grade per 
pound was 130, compared with only 50 for pie. This means 
that a pound of fruit packed into fancy grade is worth 2.6 
times as much as a pound of fruit packed into pie, and that 
this arises from the added selling value. Therefore, to pack 
into pie grade, fruit that is suitable for fancy grade, has 
just as serious an effect on the profits for the pack as using 
twice as much fruit as is necessary. A high cost of raw 
product per case cannot be corrected without a knowledge 
of whether the high cost is due to too much raw product 
being used or failure to realize high enough grades. 


Before calculating the standard costs for the pack, we 
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will give the sources from which the actual costs will be 
obtained. The cost of the raw product is taken from the 
record of weights of raw product received which it is 
necessary to maintain to pay the growers. The total weight 
is multiplied by the average price per pound, with due 
regard to price variation for quality of fruit received, such 
as No. 1, No. 2, etc. Due allowance, too, must be made 
in obtaining the day’s run for the carryover on hand in 
the morning and at the close of the day. 

The total quantity of sugar used and other materials 
will be obtained from stock records. In connection with 
sugar, allowance must be made for the quantity of sugar 
on hand at the beginning and the close of the day in the 
form of syrup of various degrees, for which tables are used. 
The cost of cans used generally must be obtained only as 
an estimate from the schedule cost. It is generally utterly 
impossible to obtain the actual quantity of cans used dur- 
ing the day, and the variation is too small to justify the 
attempt. Any undue waste in cans is easily detected from 
the wasted cans themselves. However, the actual total 
cost of cans is obtained in order to determine the total 
actual direct cost of the day’s production. 

The total cost of the labour comes from the daily time 
cards, which are also the basis for the payroll. The actual 
cost of rental and royalty for labour saving machinery 
comes from the actual weighing of fruit used multiplied by 
the actual rate per pound. 


Calculation of Total Standard Costs for One Day’s Pack 


We will take, for the day’s run, a pack of: 


75 cases No. 10 Fancy 300 cases 214 Fancy 
75 cases No. 10 Pie 1,050 cases 2% Choice 
175 cases 2% Standard 


Exhibit 7 below calculates the total standard cost for the 
entire day’s pack. The unit quantities of fruit and sugar, 
and costs for cans, labour, and rental and royalty are, of 
course, taken from the exhibits previously submitted. The 
calculation of the total cost of cans by multiplying by the 
total cases of size 21, etc., is illustrative of many labour 
saving economies that may be made. With perhaps sev- 
eral hundred calculations to be made, the need for short 
cuts becomes apparent, even though it is insignificant on 
a small set of transactions such as this illustration: 
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EXHIBIT 7—STANDARD Cost OF DAy’s PRODUCTION 


Weight of Raw Weight of Rental and 
No. of Product Sugar Royalty 
Cases Per Per Per 
Size Grade Packed Case Total Case Total Case Total 
2%, Fancy ..... 300 40 12,000 9.8 2,940.0 
2% Choice ....1,050 40 42,000 6.6 6,930.0 
2% Standard .. 175 40 7,000 3.9 682.5 
1,525 61,000 10,552.5 .060 $ 91.50 
10 ieee ae 36 =.2,700 8.9 667.5 .054 4.05 
10 i 75 58 4,350 .086 6.45 


Total All ..1,675 68,050 11,220.0 $102.00 


STANDARD WEIGHT OF RAW PRODUCT BY GRADES, AND STANDARD COST 
Grade Grade Price Total Grade 
Grade Weight per Pound Value 
Fancy .04026 $ 591.82 
Choice ; .03562 1,496.04 
Standard -03097 216.79 
.01549 67.38 


$2,372.03 

STANDARD Cost oF CANS 
Size 2% 1,525 cases @ $.724 $1,104.10 
Size 10 150 cases @_ .302 45.30 


$1,149.40 
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We are now ready to prepare the daily comparative cost 
report, which compares the actual daily costs with the stan- 
dard costs, and the ratio of the actual to the standards. 
These ratios show the percentages to apply to the standard 
costs to determine the actual costs for the respective items 
produced. This report also shows the differences between 
the actual and the schedule, and these if over, indicate the 
losses on the day’s operations by not conforming to the 
schedule in efficiency. 


EXHIBIT 8 


Standard Actual Ratio 
Cost or Cost or Actual to Actual 
Quantity Quantity Standard Over Under 
Weight of Raw Product 68,050 70,000 1.0287 1,950 
Cost of Raw Product . $2,372.03 $2,100.00 .8853 $272.03 
PeIRO OL FM, oss vnsscse .03105 .030 -9662 .00105 
Weight of Sugar .... 11,220 12,000 1.0695 780 
Price per Lb. Sugar .. .05 -051 1.0200 .001 
Cost of Raw Product.. $2,372.03 $2,100.00 8853 $272.03 
Cost of Sugar 561.00 612.00 1.0909 $51.00 
Cost of Cans 1,149.40 1,149.40 1.0000 
Cost of Rental & Royalty 102.00 105.00 1.0294 3.00 
Cost of Labour 
Preparation 300.00 1.3650 80.22 
245.00 1.0974 21.75 
: 80.00 -9639 3.00 
Stacking 50.00 -9860 aan 
Total Direct Cost . $4,761.17 $4,641.40 9748 $155.97 $275.74 
155.97 


$119.77 


The schedule costs are proved in total as follows, taking 


the total costs per case from Exhibit 6: 

Total 

Size Grade Cases Cost per Case Cost 
2% Fancy 3.234 $ 970.20 
Choice 2.889 3,033.45 
Standard 2.568 449.40 
10 2.570 192.75 
i 1.539 115.42 


$4,761.22 


The total actual costs have been found to be the figures 
given, fruit at the average rate of 3 cents per pound instead 
of the 3.105 in the estimate, sugar at 5.1 cent instead of 5 
cents, rental and royalty at 114 cents on 70,000 lIbs., and 
the labour figures have been assumed to be from the pay- 
roll records. 


These reports, both as to standard and actual costs, 
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should be accumulated from day to day, so that a similar 
report will be rendered for the total costs to date. The 
total to date eliminates daily fluctuation, and becomes far 
more significant than the daily report. To save space, how- 
ever, the actual cost of one item packed will be determined 
from the above report for the day only. 
Calculation of Actual Cost of Any Item Produced 

We will illustrate the calculation of the cost of 214 

Choice, using the daily cost report just prepared. 


EXHIBIT 9—ACTUAL Cost or 2144 CHOICE 








Standard Ratio Actual 

Lbs. of Raw Product per Case 40 1.0287 41.1 
Lbs. of Sugar per Case ...... 6.6 1.0695 7.1 
Cost of Raw Product ........ 1.42 .8853 1.262 
SOE Ge ID isos Sub acewens -724 1.000 -724 
KOOnt Gr UME isicescs. ’e0% .330 1.0909 .360 
Cost of Rental & Royalty .... .060 1.0294 .062 
Cost of Labour, Preparation.. .130 1.3650 177 
Canning ..... .140 1.0974 154 

Cooking ...... .050 -9639 .048 

Stacking ..... .030 -9860 .030 

Total Direct Cost ........ 2.889 2.817 


In connection with the raw product, the cost has varied 
for three reasons: first, more fruit was used than the stan- 
dard contemplated; in the second place, it is now found that 
the price per pound is only 3 cents instead of 3.105; and in 
the third place, there was a variety in the grades obtained. 
The total cost of the raw product is $2,100.00 against a 
. standard cost of $2,372.03, a saving of $272.03 on the day’s 
run, i.e. 88.53 per cent of the estimate. The weight of 
fruit ran 102.87 per cent and the price per pound, 96.62 
per cent of schedule. The grade yields compared with the 
estimate are therefore 89.07 per cent of schedule, indicat- 
ing that grades obtained were sufficiently high to reduce 
the cost 11 per cent below schedule. 

These figures are very significant if the management is 
to be able to check the reasons for the deviations. 

This method can be applied at the end of the pack to 
the total pack for the season, variety by variety, to obtain 
the actual costs for the season’s production. Care must be 
exercised to be sure that all the actual expenses are in- 
cluded. This is particularly likely to be ignored when costs 
are prepared after the pack of a variety, but before the 
close of the fiscal year, due to the likelihood of omitting 
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items of cost not yet on the books but which will inevitably 
be incurred. 

The addition of proper percentages for overhead, selling, 
administrative and general expenses are simple matters, and 
are not discussed at length in this paper, since its main pur- 
pose was the preparation of daily costs in the direct manu- 
facturing. 

In conclusion, it can be said that the canning industry 
is in a rather unusually favoured position for the prepara- 
tion of daily costs, for the volume of work is not great, many 
of the factors coming quite readily from records already 
kept, and there is very little work in process at the close of 
the day to be accounted for. 


ECONOMIC NOTES 
Increasing Canada’s War Effort 


Editor’s Note: This is another in a series of notes on economic 
subjects by Lawrence B. Jack, M.A., Montreal. 
N 28th August last our Government overhauled the 
regulations governing the Wartime Prices and Trade 
Board in order to dovetail it more neatly into other elements 
of the administrative machinery in Ottawa and give it even 
wider and more specific powers than it had previously exer- 
cised. Now the chairman of the Wartime Industries Con- 
trol. Board sits on the Prices and Trade Board, which has 
itself been placed under the Minister of Finance. Besides 
controlling prices and inventories, the Board can prescribe 
the terms under which sales are made; it can license all 
manufacturers and dealers or withhold licenses from them; 
and it can limit the quantities of goods and services that 
may be sold, supplied or distributed. This reorganization 
followed closely upon a similar move in the United States, 
when the major wartime control agencies were amalgam- 
ated as the Supply Priorities and Allocations Board. In 
both cases the new dispensations constituted overdue 
stream-lining of the respective defence efforts. They also 
contain potentialities for further developments which should 
bring both economies to a degree of concentration on war 
purposes already reached in Great Britain and, to an even 
greater extent, in Germany. 
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ECONOMIC NOTES 


Only recently Prime Minister Winston Churchill warned 
the British people, and by implication the whole Empire, 
that they could in no wise count on Russia or the present 
level of aid coming from the United States to win the war. 
He insisted rather on the necessity for far greater effort at 
home. His stand has recently been backed up by an article 
in The Economist (London) dated 28rd August in which an 
attempt was made to analyze the extent of the German war 
effort and the means used to finance it. In its summary 
the editors included the following sober statement which 
should effectually dispel the complacency that Mr. Churchill 
seemed to detect in the Allies: 

Any conclusive comparison of Germany’s and Great Britain’s 
war expenditure is fraught with almost insurmountable difficulties. 
There is no certain ratio between German and British currency 
values, and production figures, hours of work and data on the 
actual standards of living in the two countries are not available. 
What can almost surely be said, however, is that the German war 
effort is still well ahead in absolute terms of our own, even if 
the Empire and the United States are included. The proportion 
which British war expenditure represents of Britain’s national 
income, is however, beginning to rise towards the German level. 
It will depend on a similar effort on the part of the United States 
to establish the superiority in absolute output necessary to victory. 
Briefly, it has been estimated that Greater Germany 

alone (that is, without relying in any way upon production 
from territories conquered during the war) is annually de- 
voting about $25 billion to its war effort. Great Britain 
and the Empire are now managing not much more than $15 
billion a year, so that the United States must be relied upon 
to produce and deliver at least to the amount of from $25 
to $30 billion a year in order to provide the Allies with that 
margin of war materials necessary for victory. When it 
is recalled that the United States spent only $6 billion for 
re-armament in the fiscal year ending 30th June 1941, and 
will scarcely spend $15 billion during the calendar year 
1941, and, further, that only a modest fraction of these 
amounts directly increases the Allied war potential, it is 
painfully obvious that Empire production must be increased 
again and yet again. 


The question then arises what can be done to put our 
war effort into high gear. It is expected that we will reach 
a state of full employment at least by the end of this year 
and after that an expansion of war production can take 
place only at the expense of production designed for civilian 
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use. Ultimately, then, all manner of factories must be 
closed down to release labour, and possibly factory space 
and machinery, for armament plants. If objection is made 
to such a development on the ground that it follows Nazi 
techniques, the only and sufficient answer is the ancient 
crack that the Devil ought not to have all the good tunes. 
Any plan for cutting directly into consumer consumption 
and disturbing vested interests in the manner outlined 
should not be tested by its ancestry; the only criterion is 
whether or not it will work effectively. 

In Great Britain just such a scheme is now in operation 
and, as a result, it is claimed that already 80,000 workers 
have been released from the textile industries alone. Each 
industry was given a chance to plan concentration of its 
production in one or a few firms and, failing such a volun- 
tary plan, the Board of Trade stepped in with one ready- 
made. Amalgamations along these lines took the form of 
mergers, profit-sharing on a quota basis, pooling and agency 
agreements; but in every case the result was the same: 
production was concentrated and labour and productive 
facilities released. 

Undoubtedly this has worked extreme hardships on some 
producers and consumers. Trade-marks and many special- 
ized varieties of articles have disappeared ; long-established 
business connections have been ruined; export markets may 
be irretrievably lost; in general, large firms have been sel- 
ected to continue production, rather than smaller ones; the 
possibility of future monopoly control in many lines has 
been admitted. No doubt there will be many more prob- 
lems for posterity to face when the time comes to un- 
scramble these mergers. But this war will definitely not 
be won by posterity ; it can be won now, but only as a result 
of making a 100% effort. Thus the future has been dis- 
counted as part of the price for assuring that Britain will 
have a future. And, while these sacrifices have been under- 
taken in Great Britain, Canada has yet to take any decisive 
steps in the same direction. 

It may be argued that Canada’s position is so different 
that similar drastic moves need not be made here, but the 
burden of proof is upon those who assert it. Because the 
American armament effort is beginning to reach the point 
where “priorities unemployment” on a large scale seems to 
be inevitable and the shipping problem is in no way solved 
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as yet, consumer industries here can no longer count upon 
full supplies of raw materials. If shortages should develop 
on a wide-spread scale, as they already have in Great 
Britain, there would immediately be a strong case for con- 
centrating consumer goods production rather than have all 
units in these industries working at less than capacity. 
But even before such a necessity arises, strong measures 
should be taken along the lines described above. There ap- 
pears to be no good reason why Canadian civilians should 
be forced to undergo food rationiong, but there is an equally 
good reason for them not to enjoy any greater consumption 
of manufactured articles than Great Britain or Germany if 
we want to boast of a war effort equal to that of our allies 
and enemy. Nor can we expect the United States to make 
the effort and sacrifices which The Economist deems essen- 
tial for ultimate victory, unless we precede them in every 
item. 

L. B. Jack. 
Montreal, 
15th September 1941. 
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Bulletins 


_ Committee on Accounting Procedure of the Ameri- 
can Institute of Accountants have issued bulletin No. 
11 on “Corporate Accounting for Ordinary Stock Divi- 
dends.” 

The bulletin stresses the fact that, as a stock issue 
involves an increase in the legal capital of a corporation, a 
stock dividend is not a stock split as the aggregate amount 
of legal capital is not altered in the latter case. 

The bulletin treats the problem both from the stand- 
point of the issuing and the receiving corporations. 

In the case of the issuing corporation the bulletin sug- 
gests that in recording a stock dividend a transfer should 
be made by the issuing corporation from earned surplus 
to capital account. A rather detailed discussion follows 
both in respect to the determination of the amount of such 
transfer and the number of shares to be involved. 

In dealing with the “corporate recipient,” the bulletin 
takes the stand that a stock dividend does not represent 


273 








THE CANADIAN CHARTERED ACCOUNTANT 


income to the recipient, but merely represents a change in 
the number of shares held as an investment. “It is true 
that income earned by the corporation may result in the 
enhancement in the market value of the shares, but until 
there is a distribution, division, or severance of corporate 
assets in the form of cash or its equivalent, the stockholder 
has no income.” 
* * me 


The American Institute of Accountants, in addition to 
its Accounting Research bulletins, has issued at various 
times Statements of Auditing Procedure under the following 
headings: 
No. 1—Extensions of Auditing Procedure (October 
1939) 

No. 2—The Auditor’s Opinion on the Basis of a Re- 
stricted Examination (December 1939) 

No. 3—Inventories and Receivables of Department 
Stores, Instalment Houses, Chain Stores, and 
Other Retailers (February 1940) 

No. 4 on “Clients’ Written Representations Regarding 
Inventories, Liabilities, and Other Matters” was issued in 
March 1941 and is reproduced in both the March issue of 
The Journal of Accountancy (New York) and the 5th July 
issue of The Accountant (London). 

In preparing this statement a survey of fifty-two repre- 
sentative accounting firms was conducted by the committee. 

The results of the survey show that, although the lan- 
guage of the representations differed widely, the general 
purpose and desired effect of the representations appeared 
to be quite uniform. Inasmuch as the purpose of the repre- 
sentations was to ensure the active co-operation of the client, 
there was little or no feeling that such representations of 
the client regarding inventories, or liabilities, reduced the 
necessary examination which the auditor should make or 
relieved him of his responsibility. The desired effect of the 
representation was to remind the client or the management 
of the client company that the primary responsibility for 
the correctness of the statements rests with the client 
rather than with the auditor. 

The statement proper is subdivided into sections dealing 
with representations in regard to inventories, liabilities, and 
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the balance sheet in general. Under each subdivision a list 
of representations is set forth which represents a maximum 
rather than a minimum of representations which might be 
made in respect to the individual audit. 

The Accountant comments on the statement in its leading 
articles of 5th July 1941 and stresses the apparent danger 
which might be encountered by auditors in importing any 
such rigidity into their audit programme. The statement, 
it suggests, should be viewed as a suggestion of points to 
be borne in mind rather than a framework to which any 
and every auditing engagement can be fitted. ‘The list 
of points .... will be valued ....as a source of reference 
constituting a perpetual reminder of matters possibly to be 
considered in connection with audits passing through their 
offices from day to day.” There was also some concern dis- 
closed in the article as to whether or not the suggested 
representations will detract from the possible responsibil- 
ities at present felt by the directors and that the use of 
such procedures (representations) might lead to the office 
of directors becoming merely a sinecure. 


Statements 5 and 6 issued in February and March 1941 
respectively, deal with “The Revised S. E. C. Rule on Ac- 
countant’s Certificates.” They consist of explanations of 
the various items appearing in the Securities and Exchange 
Commission Rule (the actual rule is reproduced in the 
March 1941 issue of The Journal of Accountancy) dealing 
with accountants’ certificates. 

The leading article of The Accountant of 16th August 
1941—“The McKesson and Robbins Case: Verification of 
Stock”—sets out quite clearly the English attitude towards 
certain of the outstanding aspects dealt with in the S. E. C. 
rule in respect to the extension of the auditors’ respon- 
sibility. The article appears elsewhere in this month’s 
issue. 

Statement No. 7 was published in March 1941 and deals 
with “Contingent Liability Under Policies with Mutual In- 
surance Companies.’’ This statement appeared in the 
March 1941 issue of The Journal of Accountancy. 


Current Articles—Accounting Principles 


A noteworthy contribution in the field of current ac- 
counting literature is embodied in the revised (promulgated 
in June 1936) “Statement of Accounting Principles Under- 


OcrToBER, 1941. 275 








THE CANADIAN CHARTERED ACCOUNTANT 


lying Corporate Financial Statements.” This statement is 
issued by the executive committee of the American Ac- 
counting Association and is published in the June 1941 
issue of The Accounting Review (6525 Sheridan Road, 
Chicago). 

The statement deals with the fundamental propositions 
concerning the function of accounting in respect to cost, 
revenue realization, income, and capital. It is prefaced by 
a “basic assumption.” “The reader of a statement should 
be able to assume that, in the absence of clear indications 
to the contrary, certain basic principles or standards have 
been followed. To achieve this end a certain unified and 
co-ordinated body of accounting theory is required.” In 
spite of variations in the individual company’s and industry 
group characteristics it should be possible to build a founda- 
tion of broad, uniform, and well-understood accounting 
principles, objectively determined, from which more de- 
tailed and not inconsistent standards for a particular enter- 
prise or industry can be built. 

Under the heading of “cost,” it is suggested that the 
factors of production and other resources should be meas- 
ured at the date of acquisition at a cash or cash equivalent 
cost basis and at later dates by the deferred balance of 
costs incurred giving due consideration to the effects of 
operations and subsequent events. In regard to the rights 
of creditors and stockholders, the statement sets out that 
these should be valued initially at the cash or cash equival- 
ent contribution and subsequently should reflect the cumula- 
tive results of operations, distributions, and other corpor- 
ate activities. 

“Revenue may be said to accrue, in a broad sense, as the 
process of production advances, but revenue is generally 
recognizable in the accounts only as validated by delivery 
of goods or services to customers, with concurrent acquisi- 
tion of cash or cash equivalent.” 

In discussing the question of “income” the statement 
stresses the required “matching’’ of costs consumed or ex- 
pired and revenue and the reflection of these on the income 
statement. “For any one year the income statement should 
reflect all realized revenues, and all costs and losses writ- 
ten off during that year, whether or not they have resulted 
from ordinary operations.” 
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Victor H. Stempf, a member of the council of the Amer- 
ican Institute of Accountants, in the August 1941 issue of 
The Journal of Accountancy, sets out in a “Critique” a dis- 
cussion of certain portions of the “Statement of Account- 
ing Principles Underlying Corporate Financial Statements.” 


Stempf comments specifically on the use of the term 
“objectively determined in respect to accounting principles,” 
pointing out that its use is indicative of a growing realiza- 
tion on the part of the accounting profession as to the dis- 
tinction between accounting principles and their application. 
He suggests that although the use of objectively determined 
standards does narrow the spheres of individual judgment 
and personal opinion as to what the standards are, it does 
not restrict the reasonably free play of judgment and in- 
dividual opinion as to the propriety of the application of 
generally accepted principles. 

Other particular points which Stempf covers in the 
critique have to do with the suggested treatment of bond 
discount and bond premium, cash or cash equivalent as ap- 
plied to barter transactions, nature of the income statement, 
and premium and discount on the retirement of share 
capital. 

There is appended to the critique a copy of the “State- 
ment of Accounting Principles Underlying Corporate Finan- 
cial Statements” in which the changes from the tentative 
statement issued in 1936 are noted. 


Inventories 


The June issue of The Accounting Review carries two in- 
teresting articles dealing with the item of inventories. 

A. C. Littleton in “A Genealogy for Cost or Market” 
traces the ancestry of cost or market back to 1393 A.D. 
and attempts to show that it is the “mingling of two blood 
lines: expediency and convenience.” He then presents argu- 
ments in favour of adopting as a general rule for the valua- 
tion of inventories the pricing of inventories at cost on a 
first-in first-out basis. 

Edward A. Kracke in an article “Inventories—From 
Fetish to Creed’’ presents a summary of the “Tentative 
Statement on Inventories” issued by the Research Depart- 
ment of the American Institute of Accountants which is 
followed by a discussion of the statement. In the discus- 
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sion Kracke stresses the significance of “purpose’’ underly- 
ing the basis of inventory valuation. He advises the crea- 
tion of a reserve from surplus (expansion joint) connecting 
inventories from a balance sheet standpoint with inventories 
from an earnings standpoint. 


TABLE OF EXCHANGE RATES 
(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
3ist August 15th September 
1941 1941 
U.S. Dollars 10-11% P. 10-11% P. 
Sterling 443-447 443-447 
Australian Pounds 35814 35814 
New Zealand Pounds 360 360 
South African Pounds 443 443 
British West Indian—Dollars. 9270 9270 
India—Rupees 3352 3352 
Hongkong—Dollars 2800 2800 
Straits Settlements—Dollars. . 5251 5251 


*Finland—Finmarks ......... No quote No quote 
Sweden—Kronor 2636 2636 
Switzerland—Francs 2569 2569 


*Inland or blocked finmarks—Free finmarks 2.26c. 
30th June 1941 

Finland not quoted 15th July 1941. 

There are no quotations for Italy (lire) or for the following 
countries under the control of Germany: Belgium (belgas), Denmark 
(kroner), France (francs), Holland (florins), and Norway (kroner). 

Note: The above quotations are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Empire—Canadian cents per 100 units. 
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M. C. McCANNEL, C.A. 
Edmonton, Alberta 


At the annual meeting held in Vancouver, British Columbia, 14th 
August, Mr. McCannel was elected President of The Dominion Associa- 
tion of Chartered Accountants for the year 1941-42. 


Supplemental to October 1941 issue—The Canadian Chartered 
Accountant. 
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GENERAL NOTES 


Report of Annual Meeting 


The thirty-ninth annual meeting of The Dominion As- 
sociation of Chartered Accountants, under the chairmanship 
of W. G. Rowe, C.A., President, was held 11th to 14th 
August last in the Hotel Vancouver, with representatives 
present from all nine constituent Institutes. The Executive 
Committee met on Monday morning, the 11th, the Council 
on Monday afternoon, all day Tuesday and Thursday morn- 
ing, and the general session of the annual meeting on Wed- 
nesday morning. The address of our President which was 
a feature of the general session is published this month. 

The Committee on Education and Examinations, under 
the chairmanship of W. G. H. Jephcott, F.C.A., Toronto, 
met on Monday evening, and the round table discussion on 
the subject “The Form of the Auditor’s Report to Share- 
holders,” was held on Wednesday afternoon, with W. R. C. 
Patrick, C.A., of Vancouver as chairman, 

Although the programme of this year’s annual meeting 
was reduced on account of the war, the attendance was 
larger than was expected, there being 134 members present, 
together with four members of the American Institute of 
Accountants and one from the Institute of Chartered Ac- 
countants in England and Wales. C. Oliver Wellington of 
New York, President of the American Institute, had plan- 
ned to be present but on account of illness could not attend. 
His place was very capably filled by Norman L. McLaren 
of San Francisco who gave an instructive address on the 
rise of the accountancy profession in the United States. His 
address is also published this month. 

Membership—The annual report of each Provincial In- 
stitute, which was set up in printed form for the annual 
meeting, showed continued progress since the last meeting. 
These reports will be published in the 1941-42 Year Book 
of the Association a copy of which will be sent about Ist 
November to all members of the Association. A summary 
of the membership as prepared by the Secretary-Treasurer 
showed the total of the nine Institutes to be 2,469. Some 
members are registered in more than one Institute and in 
consequence the actual number of members of the Associa- 
tion is 2,345, which is an increase of 47 over that of a 
year ago. 173 members are on active military service. 
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From information supplied by the Institutes, it is estimated 
that at 3lst May 1941, 54.2% of the profession was in 
practice as compared with 59.9% at the same date a year 
ago. 

Education and Examinations—The Institutes in general 
are giving earnest attention to providing adequate educa- 
tional facilities for those who are to become the future 
members of the profession. Compulsory courses of study 
have been adopted by practically all of the Institutes and 
the profession is gradually approaching complete uniformity 
in examinations. Some of the Institutes with considerable 
care and at no little expense are gradually building valuable 
reference libraries for the use of members and students. 
The Dominion Association is lending a hand in keeping these 
libraries supplied with the latest information on taxation, 
court judgments in income tax cases and on other matters 
of interest to practising accountants. 

Reports of Committees—The Association carries on a 
considerable part of its activities through committees, and 
the reports of these bodies will be published in the 1941-42 
Year Book. That of the Magazine and Publications Com- 
mittee, under the chairmanship of Mr. W. J. Saunders, 
F.C.A., who has contributed five years of very fine service 
in the interests of our professional Magazine, will be pub- 
lished in the November issue. 

Entertainment—The British Columbia Institute was host 
. to the profession this year and in its usual manner did not 
spare any effort to make the stay of everybody enjoyable, 
but because of present conditions an endeavour was made, 
in conformity with the times, to keep entertainment to a 
minimum. 

In the annual golf tournament for possession for the 
ensuing year of the Dominion Association Challenge Cup, 
the members of the British Columbia Institute at the Capi- 
lano Golf and Country Club on the afternoon of 14th August 
won against the players from all the other eight Provincial 
Institutes. 

Officers—At the meeting of Council held on 14th Aug- 
ust the following were elected the officers of the Association 
for the year 1941-42: President, M. C. McCannel, C.A., 
Edmonton; Vice-Presidents, Kris A. Mapp, F.C.A., Toronto 
and H. L. McMackin, C.A., Saint John; Immediate Past 
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President, W. G. Rowe, C.A., Vancouver; Chairman, Finance 
Committee, F. C. Hurst, F.C.A., Toronto; Chairman, Legis- 
lation Committee, C. F. Elderkin, C.A., Montreal; additional 
Member of Executive Committee, F. Johnson, C.A., Winni- 
peg, and Secretary-Treasurer, A. H. Carr, C.A., Toronto. 


Chartered Accountants and the War 

The following members of The Institute of Chartered 
Accountants of Alberta are on active military service: R. 
Munro Cockburn, Flying Officer, R.C.A.F., St. Thomas, On- 
tario; C. V. B. Corbet, Lieutenant, Calgary Highlanders, 
Overseas; Bernard A. Gunn, Captain, Royal Canadian 
Ordinance Corps, London, Ontario; John Harold Insley, 
Flight Lieutenant, R.C.A.F. No. 15 Service Flying Training 
School, Claresholm; John R. Jackson, Flight Lieutenant, 
Senior Accounting Officer, No. 4 Initial Training School, 
Edmonton; James L. Kergan, Flight Lieutenant, Senior Ac- 
counting Officer, No. 3 Manning Depot, R.C.A.F., Edmonton ; 
James Kerr, Flight Lieutenant, Requirements Section of 
Directorate of Postings and Records, Ottawa; Arthur Maw, 
Captain, Royal Canadian Artillery; Albert E. Nash, Briga- 
dier, Assistant Adj.-General, Department of National De- 
fence; E. A. Porter, Flying Officer, R.C.A.F. and Thos. L. 
Wright, Major, 177th Heavy Battery, England. 

a * * 

Among those members of the R.C.A.F. reported in a re- 
cent official casualty list as “missing” was Pilot Officer 
Frank Kerr Orme, Ottawa, a member of The Institute of 
Chartered Accountants of Ontario. A nephew of Arthur A. 
Crawley, F.C.A., P/O Orme received his training with his 
uncle’s firm and passed the Final examination of December 
1938 being awarded the Clarkson Gold Medal. One daring 
exploit credited to this young man was the bombing of a 
liner in Rotterdam Harbour in July last. In the absence of 
definite information it is hoped that he was successful in 
making a safe landing. 

* * * 

At page 120 of our August issue reference was made 
to Sergeant George Stewart “Bye” Edwards, a student in 
the final year of the Ontario Chartered Accountants’ Course, 
who was then reported as missing. “Bye” has written 
several letters from a German prison camp in which he 
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states that he was able to bail out and land safely without 
injury of any kind. He states that the camp at which he 
is detained is situated in the resort area and that the 
prisoners are treated very well by the Germans. He has 
several times mentioned the splendid work which the Red 
Cross is carrying on among the prisoners. 


December Examinations 
The Board of Examiners-in-Chief announces that the 
examinations of the Provincial Institutes of Chartered Ac- 
countants will be written during the week of December 
1st to 6th according to the following timetable. The morn- 
ing sessions are to be from 9 a.m. to 1 p.m., and the after- 
noon sessions from 2 p.m. to 6 p.m. 


Morning Session Afternoon Session 


Monday, 1st December 
Final Auditing I Intermediate Auditing I 


Tuesday, 2nd December 
Final Auditing II Intermediate Auditing II 


Wednesday, 3rd December 
Final Accounting I — Ac- Intermediate Accounting I 
counting, including busi- 
ness investigations 
Thursday, 4th December 
Final Accounting II — Ac- Intermediate Accounting II 
counting, including costs, 
budgetary control and 
systematizing 
Friday, 5th December 
Final Accounting III — Ac- 
counting, including con- 
solidations, executorships 
and trusteeships 
Saturday, 6th December 
Final Accounting IV — Ac- 
counting, General. 


Encouraging Preparation of Accounting Articles 


To encourage the preparation of articles on professional 
subjects for publication in THr CANADIAN CHARTERED AC- 
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COUNTANT, the council of The Institute of Chartered Ac- 
countants of Alberta has offered again this year the sum 
of twenty-five dollars to any of its members whose articles 
of 1500 words or more are accepted for publication. This 
interest of the Alberta Institute is much appreciated by 
the Editorial Committee. 


Income Tax Revenue 

The Department of National Revenue, Ottawa, announces 
an increase in Income Tax collections for the five months 
ending 3lst August 1941 over those of the corresponding 
period a year ago. The figures are as follows: 

1940-41 1941-42 
Net collections .... $132,028,048 $306,807,356 

or a net increase of $174,779,308. 

An increase has also been experienced in the Customs 
and Excise revenue for this period over the corresponding 
period of a year ago to the extent of $82,033,476. 


———— 


Directory of Principal War Organizations 





From time to time a revised directory of principal war 
organizations of the Dominion Government is issued by the 
Director of Public Information, Ottawa. 

On its receipt by The Dominion Association of Chartered 
Accountants, typewritten copies are made so as to supply 
one to the Secretary of each of the Provincial Institutes. 
The latest directory (eleven pages, foolscap size) is dated 
23rd August, and listed therein are forty-four boards with 
their personnel. 












American Institute Bulletins 


At page 193 of our September issue and at page 273 of 
this issue reference is made to bulletins issued by the 
American Institute of Accountants, 13 East 41st Street, 
New York City, on the two subjects of Accounting Research 
and Auditing Procedure. On inquiry we have been informed 
by the Institute that these bulletins, as long as the supply 
lasts, are available at ten cents a copy (American funds). 










PROVINCIAL NEWS 


Employers and Unemployment Insurance 


According to the August issue of The Labour Gazette, 
Ottawa, the Unemployment Insurance Commission reported 
that at 31st July last, 112,728 persons had registered as 
employers in Canada and had requisitioned a total of 
2,363,663 insurance books for their employees in insurable 
employment. 


Zinc Salvage 

According to The National Revenue Review there are 2,400 
local salvage committees throughout Canada collecting 
metal scrap which will aid the Dominion’s war effort. 
Among the essential war metals, zinc occupies a place of 
special importance and although Canada is the largest 
producer of this metal in the world, the increased demand 
created by war needs makes every pound of it precious. 
That is why the people of Canada are urged to make avail- 
able for war purposes any unused quantities of the metal. 


PROVINCIAL NEWS 
QUEBEC 


Following a very pleasant precedent established many 
years ago, and on the kind invitation of the Quebec City 
Committee of The Society of Chartered Accountants of the 
Province of Quebec, the September meeting of Council was 
held at the Boischatel Golf Club, Quebec City. The business 
of the meeting was transacted during the morning, and in 
the afternoon the members of Council played the Quebec 
members for a Golf Trophy donated personally by the 1941- 
42 Council for annual competition. Mr. Rosaire Courtois, 
Secretary of the Quebec City Committee, won the cup for 
Quebec with a net score of 73. The weather was ideal, and 
the members of Council thoroughly enjoyed the day in Que- 
bec City. 

Twenty-five successful candidates in the June Final Ex- 
amination were admitted to membership in the Quebec So- 
ciety at a luncheon held at the Montreal Club on Tuesday, 
16th September. After a short address, the President, Mr. 
W. H. Campbell, presented certificates of membership to 
the following: Robert Charles Berry, Julius L. Borer, Philip 
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L. Clarke, James Arthur Cook, G. Ian Craig, Lucien Dahmé, 
Maynard F. Dart, René Gagnon, René Fernand Grothé, 
Charles William Gurnham, Armand Hébert, Victor Hough- 
ton, Abraham Kastner, Ellis Saul Leiter, André F. Leman, 
Kenneth Donald Lunam, Alexander K. MacRae, Georges 
Raymond Martin, L. Gilbert Marrotte, D. Adjutor Ménard, 
John Williamson Nicol, Albert Paquet, Harry L. Rodier, 
Jean Paul Talbot and Donald Fenwick Watson. Mr. J. A. 
Towner welcomed the new French-speaking members in 
their own language. 

The Dominion Association Silver Medal and cheque for 
$25.00 for obtaining second highest marks in the Dominion, 
also a War Memorial Prize for obtaining the highest marks 
in the Province of Quebec, were presented to Mr. John 
Williamson Nicol, and a second War Memorial Prize was 
presented to Mr. Alexander K. MacRae, who obtained second 
highest marks in Quebec. 


PERSONALS 


G. B. Hare and Co. announce that they have entered into 
partnership with Herbert Latter for the practice of their 
profession as chartered accountants under the firm name 
of Hare, Latter & Company, Grain Exchange Annex, Win- 
nipeg. 


Messrs. Margolese & Margolese announce the removal 
of their offices from 362 Notre Dame Street West to the 
Imperial Theatre Building, 1430 Bleury Street, Montreal, 
Quebec. 


Mr. C. P. Roberts, F.C.A., of the firm of J. P. Langley 
& Company, chartered accountants, McKinnon Building, 
Toronto, announces the admission to partnership as at 1st 
June 1941 of Mr. W. F. Houston, C.A., formerly of the 
firm of Clarke, Houston & Company. 


George Sayer, chartered accountant, announces that he 
has now moved his office from 137 Wellington Street West 
to Canada Permanent Building, 320 Bay Street, Toronto. 




















OBITUARIES 


OBITUARIES 


The Late Edward H. Cotter 


The Institute of Chartered Accountants of Brit- 
ish Columbia deeply regrets to announce the passing 
at Vancouver, at the age of 41, of Edward H. Cotter 
on 30th August 1941. 


Mr. Cotter entered the service of Price, Water- 
house & Co. in 1919. He was admitted to the In- 
stitute on 7th May 1924, and in 1936 became a 
Partner of the Firm. He attained a high standing 
in the profession and his passing is a great loss to 
his many business and personal friends. 


The Late Frederick Charles Gilbert 


The Institute of Chartered Accountants of 
Manitoba announces with deep regret the death of 
Frederick Charles Gilbert, which took place suddenly 
in Winnipeg on 2nd August 1941. 


Mr. Gilbert was in his 77th year; but despite his 
age, he was extraordinarily active to the end. 


Admitted to the Ontario Institute in 1901, he 
came to Winnipeg in 1912 when he was admitted to 
the Manitoba Institute. For some years he practised 
alone, later entering into partnership and forming 
the firm of Gilbert and Laird, afterwards Gilbert, 
Laird and Sprague. 

A member of Council of the Manitoba Institute 
for some years, he was elected President for the 
years 1919-1920; and in the year 1929 he accepted 
the office of Secretary, to which he brought unre- 
mitting care and devotion up to the time of his death. 
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BOOK REVIEW 


FOUNDATION OF ACCOUNTING 


By Alfred D’Alessandro 
(Published by Longmans, Green & Company, New York and Toronto, 
1941, cloth, 636 pages, price $5.00) 


In every way this is an excellent book for the student who is 
striving to become a capable practical bookkeeper. In fact, it is the 
type of book which one wishes one had written one’s self. It deals 
with the mechanical process of keeping books in easily understandable 
language and contains numerous examples which are worked out in 
detail. 


It is interesting to note that the author uses the old type of ledger 
ruling rather than the more modern three column style, and while 
this may be a drawback from the practical point of view, there is 
little doubt that students understand it much better in the early stages. 
Control accounts, which often cause a good deal of trouble to beginners, 
receive excellent treatment in this book; while adjustments for pre- 
paid, deferred and accrued charges are explained at length with suit- 
able examples. The author renders a distinct service by a lucid ex- 
planation of the differences between the “account” and “statement” 
methods of submitting final figures. The book goes on to deal in a 
general way with manufacturing costs and the accounts of partner- 
ships and corporations. Primarily, however, it is a book from which 
to learn bookkeeping in its true sense, and a conscientious study of 
it by the average student should leave him with a thorough grasp of 
the subject. 

If there is any criticism to be levelled at the volume at all, it 
arises merely out of the arrangement of the material. The first four 
chapters are somewhat advanced, dealing, as they do, with what may 
be termed the “philosophy” of accounting; and the student opening 
the book for the first time and commencing to read at the beginning 
might feel that it was a little beyond his depth. These chapters might 
well have been inserted a little later in the book, after the portion 
dealing with the general principles involved and before the specialized 
sections. Of course, this is entirely a matter of opinion. 


This is a book which deserves widespread recognition as a useful 
addition to accounting literature and the author is to be heartily con- 
gratulated upon his work. 


C. N. KNOWLES 
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CORRESPONDENCE 


CORRESPONDENCE 


522 Marine Building, 
Vancouver, B.C., 13th September 1941. 


The Editor, 
The Canadian Chartered Accountant, 


Dear Sir, 


I submit the following solution to the accounting problem appear- 
ing on page 201 of the September issue of The Canadian Chartered 
Accountant. 

In order that consistent accounting principles may be applied to 
the transactions arising out of this agreement, some consideration 
should be given to the treatment accorded by the railway. From the 
use of the wording “intangible assets” by the auditors of the com- 
pany, it is assumed that the new branch line will always remain the 
property of the railway. On the books of the railway therefore, the 
cost of construction will be set up as a fixed asset in the customary 
manner. Although railways do not always follow the usual commer- 
cial practices with regard to depreciation, it appears reasonable to 
assume that this special branch line would be depreciated by the 
amounts of the credits allowed in accordance with the agreement. If 
not fully depreciated by the time the note reaches maturity, the balance 
of the cost of construction would then be transferred to an account 
for notes receivable and steps taken to collect from the company. 
During the intervening period, the note could not properly be carried 
on the books of the railway as an asset since its value is con- 
tingent upon the traffic over the line being insufficient to provide full 
depreciation. 

On the books of the company therefore, there appear to be no 
grounds for setting up the cost of construction (amount of note) as 
an asset, either tangible or intangible; and similarly the note cannot 
be regarded as a direct liability. Under ordinary circumstances, the 
only entries which would be required during the term of the note 
are a memorandum of the amount of the note and a list of the credits 
accumulating against it. For the purposes of financial statements, the 
outstanding balance shown by this memorandum would be referred to 
on the balance sheet as a contingent liability. 

However, since the company, in accordance with the terms of the 
agreement, must pay for the total cost of the branch line, either by 
way of freight charges or by meeting the outstanding balance due on 
the note at maturity, it will be necessary at the end of each period 
to forecast the number of cars which it is reasonably expected will 
run over the track during the unexpired term of the note. If at any 
time the credits, which can be expected to accrue on this basis, will 
fall short of the amount required to redeem the note, then the balance 
should be set up on the books as a direct liability with an offsetting 
charge to freight expense. 


Yours very truly, 


R. E. SAUNDERS. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


As is noted elsewhere in this issue, the latest of the 
Accounting Research Bulletins of the American Institute 
deals with accounting for stock dividends and so provides 
the world with an authoritative statement on a problem 
which previously (so far as we are aware) had been tackled 
only by the Governing Committee of the New York Stock 
Exchange. 

The Bulletin confines itself to the consideration of stock 
dividends which represent a transfer from earned surplus 
to either capital stock or capital surplus account and which 
take the form of an issue of shares of common stock to 
the holders of common stock. It proceeds to formulate and 
to discuss accounting principles applicable to the issuing 
corporation and to the corporate recipient respectively. 

With the recommendations in regard to the amount to 
be transferred from earned surplus to capital account, the 
number of shares to be issued in connection with the trans- 
fer and the form of the notice to shareholders we are not 
greatly concerned, for we feel, as a dissenting member of 
the Research Committee felt, that these are matters of 
financial policy rather than accounting principle. 

When it turns its attention to the corporate recipient’s 
viewpoint the Bulletin finds that a stock dividend “is not 
income from the corporation to the recipient in any 
amount,” that “upon receipt of such a dividend, the cost 
of the shares previously held should be allocated equitably 
to such shares and to the shares received as a stock divi- 
dend,” and that “when original shares or dividend shares 
are disposed of, a gain or loss is determined on the basis of 
the adjusted cost per share.” These conclusions may be 
compared with the pronouncement of the New York Stock 
Exchange twelve years earlier: “Uniform accounting prac- 
tice today seems to favour as sound procedure the ignoring 
of stock dividends in the income account of receiving com- 
panies ....a new departure in accounting theory may per- 
mit the inclusion of stock dividends in some form or other 
in the income accounts of receiving companies. At the 
present time, it appears as if the Exchange could go no 
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further than to take the position that it will raise no ob- 
jection to the method by which investment trusts, holding 
companies and others account for stock dividends received 
by them and not realized upon, provided there is the fullest 
disclosure of the procedure adopted, and provided that these 
are not included in the income accounts of the receiving 
companies at a greater dollar value per share than that at 
which they have been charged to income account or earned 
surplus account by the paying companies.”? 

In support of its finding that a stock dividend is not 
income, the Bulletin cites the “separate entity’’ theory of 
corporation accounting (under which the shareholder has no 
income until there is a transfer of assets from the corpora- 
tion to the shareholder) and quotes from the judgment of 
Mr. Justice Pitney in EKisner v. Macomber. If it is conceded 
that a stock dividend is not income to the recipient then it 
follows that the shareholder’s interest in the declaring corp- 
oration remains unchanged except as to the number of 
shares constituting such interest. 

The Bulletin concludes by saying: ‘Perhaps the atmos- 
phere would be clarified if some term other than ‘dividend’ 
were used in connection with the issuance of additional 
shares to represent the capitalization of earned surplus,”— 
which is very much the same thing as was said in these 
notes for June last. 

* * * 


We have not received any confidences on the subject but 
we suspect that some “final” candidates spoil their chances 
of success by concentrating their preparation on specialized 
topics and procedures to the almost total exclusion of prac- 
tice on the fundamental accounting problem of preparing 
financial statements from a preliminary trial balance and 
adjustment data. Only constant practice to a self-imposed 
time limit will enable a student to work this type of prob- 
lem accurately at the speed imposed by examination con- 
ditions. Moreover, unless the examiner expressly calls for 
a “working-sheet” he will not have allotted to the problem 
sufficient time for the preparation of this fool-proof but 
cumbersome and time-consuming document. A candidate 





1 Report of the Special Committee on Stock Dividends, New York 
Stock Exchange. Adopted by the Governing Committee, 11th Septem- 
ber 1929. 
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should therefore be confident of his ability to work directly 
from the preliminary trial balance to the finished statements 
without the use of a working sheet. This confidence can 
be gained by practice at making all necessary adjustments 
on the face of the trial balance as printed on the examina- 
tion paper—in other words using the examination paper 
itself as a rough form of working sheet. 
* * ea 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I. 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 
FINAL EXAMINATIONS, JUNE, 1941 


ACCOUNTING II, Question 1 
You are asked by a client to advise him as to a satisfactory system 
of factory costs. You find that his factory is divided into two main 
divisions: 

(1) Machine shop. This division makes steel moulds used in the 
manufacture of plastic articles. These require careful pre- 
cision work, and frequently one man is employed at machin- 
ing one mould for several weeks. The moulds when finished 
are used by the Plastics division of the company. In addi- 
tion some other machine work is done for customers although 
this forms the smaller portion of the shop’s output. 

(2) Plastics. This division manufactures plastic articles including 
ash trays, buttons, knobs, etc. The process of manufacture 
consists of placing chemical powders in a mould which is 
then placed under a steam press where pressure is applied 
for a few minutes. The chemical powders are the only raw 
materials used and are not processed before being placed in 
the mould. After being pressed, a certain amount of finish- 
ing and inspection labour is necessary to complete the 
articles. 


You also ascertain that 

(1) The company has had no previous cost records; 

(2) Production in both divisions is controlled by job order tickets; 

(3) Raw materials are kept in one place but no record has been 
kept of withdrawals; 

(4) Labour is paid at hourly rates and a time clock at the factory 
entrance is used for determining the hours worked in any 
day; 

(5) Employees have been preparing satisfactory time tickets show- 
ing the hours worked on each job and, in the case of the 
plastics division, the number of units produced, but this re- 


292 











STUDENTS’ DEPARTMENT 





cord has never been balanced against the wages paid nor 
the record of production; 

(6) Spoilage is a substantial factor in both divisions; 

(7) The machine shop and the plastics division are in separate 
parts of the one building; 

(8) The company has a satisfactory system of general ledger 
bookkeeping; 

(9) Cost estimates are made by the manager or by salesmen in 
quoting prices, but no check has ever been made as to 
whether actual costs are in line with these estimates. A 
brief scrutiny suggests that they probably include excessive 
allowances for overhead, spoilage, etc. but that some expense 
factors may have been omitted. 


Outline a method or methods for obtaining factory costs, explaining 
why you consider your choice the most satisfactory under the circum- 
stances. It is not necessary for the purposes of this question to pre- 
pare forms or set out a detailed routine which in practice you would 
incorporate in your report to your client. 


SOLUTION 


Regardless of what cost system is instituted, three changes should 

be made in the company’s methods: 

(1) A control should be established over raw materials. Book 
inventories of some kind must be introduced, not only to 
control stocks, but also to prove that all materials are being 
charged into costs. Accounting for deliveries out of stores 
will require the use of requisitions. 

(2) Factory overhead must be segregated as between the two 
divisions. In so far as direct costs are concerned, that is, 
those applicable to the one division or the other, separate 
general or factory ledger accounts can be opened (e.g. super- 
vision, depreciation on machinery, repairs, etc.). Joint costs 
should be apportioned on an equitable basis (e.g. insurance, 
heat and other expenses attributable to the building might 
be distributed on the basis of floor area, power in relation 
to rated capacities, workmen’s compensation relatively to 
direct labour, etc.). 

(3) It is noted in the question that the employees have been pre- 
paring satisfactory time sheets but these should be balanced 
with the time cards on which they are being paid. 

Presuming that the above matters are satisfactorily arranged, the 

costs might then be obtained as follows: 

(a) Machine Shop. The operations here obviously suggest job 
costs as each product is a custom item. Separate costs 
would be accumulated in a ledger or on a card for each job 
order. Material and direct labour would be charged directly 
to the job. Material and labour on articles spoiled would 
thus be charged to the finished job. Factory overhead of the 
shop could be apportioned to the different jobs on the basis 

4 deemed most equitable. It is suggested that any one of the 
following might prove satisfactory: 
Relatively to direct labour costs 
Relatively to hours worked 
Relatively to machine-hours required. 
If production appears to be normal, the total overhead for 
the year should be budgeted at a rate set which is deemed 
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sufficient to absorb the total. If, however, sub-normal pro- 
duction is likely, then the charge made should only be such 
as would fully absorb the overhead on the basis of normal 
production, the difference being carried to unabsorbed fac- 
tory overhead account and subsequently closed to profit and 
loss. 

(b) Plastics. The variety of products suggests either a job cost 
system or standards. Incomplete data regarding past ex- 
perience appear to rule out standard costs at least for the 
time being, so that here also job costs should be the most 
satisfactory. Labour and material would be charged as 
before and overhead applied in an equitable manner. If the 
finishing and inspection labour is at all substantial— and 
it would appear that this might be quite probable—it would 
not be proper to charge overhead entirely on a machine-hour 
basis. Possibly the overhead might be analyzed as to the 
portion applicable to the heavy equipment and that applic- 
able to the finishing and inspection departments. If such 
were the case, the overhead in the pressing room might be 
applied on a machine-hour basis and in the finishing and 
inspection departments as a percent of labour costs. One 
other factor of costs must be considered, namely mould cost. 
The moulds must be charged off over the expected produc- 
tion which should be estimated on a conservative basis. 
When a mould has been completely charged off against pro- 
duction but is still in use, the rate previously applied should 
be continued as a charge in costs for the time being in 
order to build up a general reserve to offset the unamortized 
balances of moulds which have not been used as much as 
was anticipated. 


General 

A comparison of the costs with the estimates prepared by salesmen 
should be made regularly. Careful analysis of differences should 
reveal wherein previous estimates have been inaccurate and thereby 
improve future estimating. 


PROBLEM II. 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, JUNE, 1941 


ACCOUNTING II, Question 4 
You are required to advise in connection with the installation of a 
payroll accounting system for an employer of 500 workers who are 
paid on an hourly basis. The company has a time clock and worker’s 
time is secured from weekly clock cards. You are advised that it has 
been the practice to make deductions from employees’ pay for the 
following items: 


National defence tax 

Group insurance 

War savings certificates 
Employees’ purchases 
Employees’ association fees. 


The payroll period is two weeks. Wages are paid by cheque and pay 
day occurs two days after the close of the payroll period. 
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Outline a satisfactory system and describe briefly the routine to 
be followed. 

You may assume that all labour is chargeable to a single ledger 
account and no distribution is necessary. 


SOLUTION 


The conditions set out in the question indicate that a satisfactory 
system must be designed primarily for speed as there is a very short 
time in which to prepare the pay. As the number of employees is only 
500 and they are all paid at hourly rates, it should not be necessary 
to acquire expensive mechanical equipment for payroll purposes al- 
though, if modern bookkeeping machines were available, they might 
advantageously be adapted for this work. Presuming, however, that 
such equipment is not obtained, it is suggested that the payroll be 
designed with columns as follows: 


Employee’s number 
Employee’s name 
Code 

Rate 

Hours worked 
Gross pay 


Deductions: National defence tax 
Group insurance 
War savings certificates 
Employee’s purchases 
Employee’s association fees 
Unemployment insurance 


Net pay 
Employer’s contribution—Unemployment insurance 


If the company has an addressograph, it is suggested that a plate 
be prepared for each employee showing: 


(1) Number 

(2) Name 

(3) Code 

The code would consist of numbers and letters to indicate the 

proper deduction for national defence tax, group insurance, 
war savings certificates, employment association fees, etc. 

The plates would be used to prepare: 

(1) Time card 

(2) Payroll 

(3) Pay cheque 


The most important thing in any system such as this is always to 
keep the records in the same order—in this case numerical. 


The routine of entering the payroll would be as follows: 


Time Cards 


(1) At the end of the first week the total hours on the time cards 
would be added and carried forward to the time cards for 
the second week. 


OcTOBER, 1941. 295 





THE CANADIAN CHARTERED ACCOUNTANT 


(2) Immediately at the end of the second week the time cards 
of that week would be drawn and the total hours for the 
pay period added. 

(3) The total hours shown on each card would be added and totals 
obtained by, say, 50’s (which should be the same as the 
number of lines per page on the payroll). 

Payroll 

(1) As mentioned previously, the payroll is prepared in numerical 
order some time in advance of the pay. 

(2) Deductions would be entered on the payroll in advance where 
possible—the group insurance, war savings stamps and em- 
ployees’ association fees could be entered before the end of 
the pay period from code numbers; purchases should be 
reported from the accounting department immediately after 
the close of the pay period; while the national defence tax 
will be quickly calculated from the code number as soon as 
the total pay is entered. 

The total hours will be entered from the time card—the hours 
column of the pay record added and the page totals balanced 
against the total hours shown by the group of 50 time cards. 

The extensions of “rate” times “hours worked” will be cal- 
culated to determine total pay. As this work will not be 
automatically checked, it should be checked by someone 
other than the operator. 

(5) National defence tax will be calculated—from the total earn- 
ings and the information shown in the code number. 

(6) Payroll to be cross-added to the net pay in the column indi- 
cated. 

(7) Payroll to be added and cross-added by pages. 

(8) The cheques would be completed on the protectograph. 

(9) The cheques would be added by 50’s and balanced with the 
net pay column in the payroll. . 

Some method will have to be devised to keep track of deductions 
for war savings certificates and delivery to individual employees of 
certificates when fully purchased through such deductions. This prob- 
lem may be overcome and a considerable amount of work saved by 
the company purchasing war savings stamps and enclosing stamps to 
cover the deductions within the pay envelopes. 

It will also be necessary to keep additional records showing for 
each employee details of earnings and tax deductions so that the 
annual income tax returns can be promptly prepared. With the intro- 
duction of unemployment insurance the individual employee’s earnings 
records will have to show both the employee’s contribution and the 
employer’s contribution in respect of such employee. Such a record 
should be kept on ledger cards which would be written up following 
the completion of each payroll. Proof of accuracy could be obtained 
by balancing such cards in total and taking into account the totals 
of the deduction columns on the payrolls. 

Throughout the above the use of a comptometer or similar type 
of machine in the hands of a trained operator is recommended in 
order to achieve the maximum speed. Granted such conditions, it 
should be possible for two people to prepare the payroll and cheques 
in one day. 

Note: Some candidates will suggest the use of machines for enter- 
ing the payroll. Such a solution would be very acceptable, 
but has not been set out as it requires a closer acquaintance 
with machine methods than many candidates may have. 
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